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SMALL  CITIES  WITH  BIG  CITY  PROBLEMS 


MONDAY,  NOVEMBER  8,  1993 

House  of  Representatives,  Subcommittee  on  Gen- 
eral Oversight,  Investigations,  and  the  Resolu- 
tion OF  Failed  Financl\l  Institutions,  Committee 
ON  Banking,  Finance  and  Urban  Affairs, 

Washington,  DC. 

The  subcommittee  met,  pursuant  to  notice,  at  10:14  a.m.,  in  the 
PoHce  Training  Room,  PubHc  Safety  Building,  55  Broadway,  New- 
burgh,  NY,  Hon.  Floyd  H.  Flake  [chairman  of  the  subcommittee] 
presiding. 

Present:  Chairman  Flake  and  Representative  Hinchey. 

Mr.  Hinchey.  Grood  morning,  ladies  and  gentlemen,  and  wel- 
come. I  am  very  happy  that  so  many  of  you  have  taken  the  oppor- 
tunity to  be  wiUi  us  this  morning. 

My  name  is  Maurice  Hinchey  and  I  represent  the  26th  New  York 
State  Congressional  District  in  the  House  of  Representatives  and, 
in  addition  to  other  things,  I  am  a  member  of  the  Committee  on 
Banking,  Finance  and  Urban  Affairs  of  the  House  of  Representa- 
tives, and  also  a  member  of  the  Subcommittee  on  General  Over- 
sight and  Investigations,  and  this  is  a  hearing  of  that  subcommit- 
tee, the  Subcommittee  on  General  Oversight  and  Investigations  of 
the  Committee  on  Banking  in  the  House. 

The  chairman  of  that  subcommittee  is  Representative  Floyd 
Flake  from  the  New  York  metropolitan  area,  and  it  is  a  pleasure 
for  me  to  be  able  to  serve  with  him  on  this  subcommittee.  We  have 
conducted  a  number  of  hearings  under  his  leadership  over  the 
course  of  this  year  looking  into  a  whole  array  of  activities  involving 
banking  from  the  Resolution  Trust  Corporation  to  questions  involv- 
ing availability  of  credit,  the  community  development  banks,  and 
this  morning  we  will  be  focusing  attention  on  the  specific  problems 
associated  with  small  and  large  cities. 

So  it  is  a  great  pleasure  for  me  to  be  able  to  be  here  with  you 
this  morning  and  also  to  welcome  my  good  friend  and  colleague. 
Congressman  Flake,  the  chairman  of  the  Committee  on  Oversight 
and  Investigations  and  to  ask  him  to  open  the  hearing  and  thank 
him  once  again  for  being  with  us. 

Chairman  Flake.  Thank  you  very  much.  Congressman  Hinchey. 
This  is  an  extremely  difficult  moment  for  me,  given  that  I  am  also 
a  clergyman,  in  case  people  here  don't  know,  and  I  preached  three 
sermons  yesterday,  so  my  voice  is  hoarse,  as  it  is  most  Mondays, 
but  one  of  the  things  I  have  discovered  is  that  with  a  President 
who  also  gets  hoarse,  it  has  become  rather  popular.  So  I  am  the 
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one  who  is  all  right.  You  who  are  not  hoarse  this  morning  are  the 
ones  who  are  out  of  order. 

I  would  like  to  welcome  my  colleague,  Maurice  Hinchey,  and  any 
other  colleagues.  I  think  we  may  be  joined  later  by  Mr.  LaRocco — 
no,  he  is  not  coming,  all  right — and  witnesses  who  have  come  be- 
fore this  subcommittee  to  focus  on  issues  that  are  faced  by  small 
urban  communities. 

Before  I  begin,  let  me  just  thank  and  express  sincere  apprecia- 
tion for  Congressman  Hinchey.  He  has  certainly  been  actively  in- 
volved in  most  of  our  banking  matters,  for  the  level  of  his  insight 
on  these  issues.  I  had  an  opportunity  to  meet  him  several  years  ago 
when  he  was  chairing  a  committee  in  the  assembly  when  I  had  the 
Rockaway  District,  and  he  was  then  dealing  with  issues  like  prob- 
lems along  our  waterfront  and  the  beach,  and  he  came  and  con- 
ducted that  hearing.  So  I  am  happy  to  be  here  to  share  with  him 
today. 

I  would  also  like  to  thank  him  for  requesting  this  hearing  so  that 
we  might  demonstrate  that  the  problems  of  crime,  unemployment, 
poor  housing,  and  access  to  affordable  credit  are  not  restricted  to 
metropolitan  areas.  Far  too  many  of  our  Nation's  citizens  are  with- 
out adequate  health  care,  employment,  and  small  business  opportu- 
nities. Safe  and  decent  affordable  housing  is  a  reality  that  ought 
to  be  a  part  of  the  life  of  every  community  and  of  every  citizen. 

We  in  Congress  are  continuing  to  seek  feasible  ways  in  which  we 
can  put  America  on  the  road  to  economic  recovery  while,  at  the 
same  time,  guaranteeing  that  all  Americans  have  an  adequate  op- 
portunity to  improve  their  overall  qualitv  of  life. 

As  we  address  the  various  problems  craved  by  small  cities  such 
as  Newburgh  on  which  approach  would  be  best,  we  must  keep  in 
mind  that  flexibility  and  diversity  are  essential.  It  would  be  short- 
sighted of  us  to  believe  that  a  singular  approach  to  these  problems 
would  be  adequate  in  addressing  the  diverse  needs  of  the  Nation's 
distressed  cities,  whether  rural,  urban,  large  or  small. 

Toward  that  end,  I  believe  that  when  we  talk  about  community 
development,  none  of  the  problems  that  plague  our  communities 
should  be  just  addressed  in  total  isolation  as  is  oflen  the  case  in 
Washington.  Community  development  is  not  just  the  provision  of 
affordable  housing;  rather  it  includes  a  comprehensive  approach 
that  addresses  all  of  the  capital  deficiencies  that  plague  disinvested 
communities  and  individuals  within  our  society. 

Indeed,  I  have  made  arguments  over  and  over  again,  particularly 
to  the  secondary  mortgage  sources  in  this  Nation,  that  to  build 
housing  and  leave  commercial  strips  alone  does  not  do  anything  as 
it  relates  to  improving  the  quality  or  improving  the  prospects  for 
people  getting  return  on  the  value  of  the  homes  that  they  do  pur- 
chase, so  that  if  we  don't  have  a  comprehensive  program  that  ad- 
dresses both  of  them,  then  you  can  have  new  housing  and  have  a 
commercial  strip  that  is  so  run  down  that  people  choose  other  com- 
munities to  live  in. 

As  we  look  at  various  pieces  of  legislation,  I  have  introduced  in 
this  current  session  of  the  Congress  my  own  Banking  Enterprise 
bill  with  Congressman  Leach  of  Iowa.  Here  we  seek  to  try  to  pro- 
vide permanent  renewal  of  America's  underserved  urban  and  rural 
communities.  We  must  provide  for  a  comprehensive  economic  solu- 


tion  that  will  result  in  the  mainstreaming  of  people  and  commu- 
nities from  the  fringes  of  society. 

We  can  no  longer  continue  to  build  marginalized  programs,  pro- 
grams that  are  available  today  and  gone  tomorrow,  or  that  live  on 
the  basis  of  what  particular  party  happens  to  be  in  government.  I 
would  suggest  that  there  might  be  a  further  review  of  our  bill,  but 
I  will  not  go  into  that  at  this  point.  Rather,  I  would  like  to  take 
this  opportunity  now  to  welcome  those  who  are  our  witnesses,  who 
have  come  to  share  with  us  in  this  particular  hearing. 

[The  prepared  statement  of  Chairman  Flake  can  be  found  in  the 
appendix.l 

We  have  before  us  Newburgh,  New  York,  Mayor  Audrey  Carey, 
the  first  black  woman  mayor  in  New  York  State.  I  am  pleased  to 
welcome  you;  our  second  witness  is  Reverend  Eugene  Jones,  presi- 
dent of  the  Black  Ministerial  Fellowship;  next  is  Mr.  Manuel 
Allende-Perez,  executive  director  of  PODER,  which  is  the  only 
bilingual  and  bicultural  multiservice  agency  in  the  Hudson  Valley 
region;  and  we  have  Mr.  Peter  Van  Kleeck,  president  of  Pawling 
Savings  Bank. 

For  our  second  panel,  we  will  broaden  our  discussion  by  hearing 
testimony  from  three  Federal  agencies,  the  Office  of  the  Comptrol- 
ler of  the  Currency,  the  Office  of  Thrift  Supervision,  and  the  De- 
partment of  Housing  and  Urban  Development. 

Before  we  begin,  Mr.  Hinchey,  if  you  would  choose  to  have  fur- 
ther remarks,  you  may  do  so  at  this  time. 

Mr.  Hinchey.  Thank  you  very  much,  Mr.  Chairman. 

I  just  want  to  say  once  again  to  welcome  you  and  thank  you  for 
the  opportunity  to  hold  this  hearing.  I  think  that  the  selection  of 
Newburgh  is  a  very  wise  one,  indeed.  This  is  a  city  with  enormous 
potential.  The  investment  potential  that  exists  here  and  the  ability 
to  bring  back  an  urban  area,  I  think,  is  a  clear  case  where  we  can 
show  that  urban  areas  can  be  brought  back  to  life  if  they  get  the 
proper  leadership. 

The  government  here  under  the  leadership  of  Mayor  Audrey 
Carey,  I  think,  has  made  wonderful  progress,  and  she  has  provided 
excellent  leadership  in  this  community,  but  one  of  the  problems  has 
been  the  availability  of  credit,  the  availability  of  credit  for  both 
housing  and  for  commercial  enterprises.  Newburgh  is  a  victim  of  a 
phenomenon  that  has  gone  on  in  our  society  now  for  a  long  time 
and  has  affected  a  number  of  cities.  You  have  seen  an  outmigration 
of  commercial  activities  out  of  the  city  and  to  shopping  areas  in  the 
surrounding  countryside  and  resultant  neglect  and  decay  within 
the  city.  Nevertheless,  this  is  a  city  that  has  very  substantial  high 
quality  housing  stock  and  high  quality  buildings  and  there  is  with- 
in this  city,  I  think,  enormous  opportunity  for  good  investment. 

So  the  focus  of  this  hearing,  I  think,  is  very  appropriate  at  this 
time.  There  are  a  number  of  cities  who  are  affected  in  the  way  that 
Newburgh  is,  and  I  think  that  this  is  a  place  where  we  can  begin 
to  show  that  urban  areas  in  the  State  of  New  York  and,  indeed, 
across  the  country  can  make  a  strong  comeback  if  they  get  the 
proper  attention  from  the  investment  community  and  from  the  po- 
litical community  and  all  those  who  have  a  stake  in  bringing  back 
our  cities. 


So  I  thank  you  very  much  for  the  focus  of  the  hearing  and  for 
being  here. 

Chairman  FLAKE.  Thank  you  very  much. 

We  are  happy,  Mayor  Carey,  that  you  could  take  time  out  this 
morning.  I  know  what  your  schedule  must  be  like.  So,  at  this  time, 
we  would  like  to  begin  the  hearing  with  you  as  our  first  witness. 
You  may  choose  to  read  your  complete  statement,  or  you  may  sum- 
marize it,  or  whatever  you  choose  as  it  relates  to  the  subcommittee. 

Again,  we  are  happy  to  see  you,  and  we  will  hear  from  you  at 
this  time. 

STATEMENT  OF  HON.  AUDREY  CAREY,  MAYOR,  CITY  OF  NEW- 
BURGH,  NY;  ACCOMPANIED  BY  REV.  EUGENE  JONES,  PRESI- 
DENT,  BLACK  MINISTERIAL  FELLOWSHIP 

Ms.  Carey.  Thank  you.  I  am  very  glad  to  be  here,  and  I  will  elect 
to  read  it  all  because  I  think  the  contents  are  very  important  for 
our  residents,  and  important  that  they  are  heard. 

But  before  I  do,  let  me  thank  both  honorable  Congressmen  for 
this  opportunity.  To  my  knowledge,  this  is  the  first  time  that  a  con- 
gressional hearing  has  ever  been  held  within  our  community.  So  for 
that  we  certainly  thank  both  of  you. 

Chairman  Flake  and  Congressman  Hinchey,  thank  you  again  for 
giving  me  the  opportunity  to  share  with  you  the  impressions  of  the 
current  conditions  facing  my  community.  We  are  a  community  of 
26,000,  42  percent  white,  35  percent  black,  and  23  percent  His- 
panic. There  is  no  doubt  that  Newburgh  is  a  small  city  with  big 
city  problems.  We  have  heard  Congressman  Hinchey  hint  to  the 
fact  that  we  lack  a  commercial  strip.  We  also  lack  an  industrial 
base. 

Yet,  while  we  lack  both,  I  want  to  focus  your  attention  on  the 
issue  of  housing  which  I  have  targeted  as  a  priority  for  my  admin- 
istration, targeted  but  yet  not  in  isolation.  It  is  a  priority  because 
it  is  necessary. 

Let  me  give  you  a  little  history.  The  city  of  Newburgh  on  the 
Hudson  River  was  developed  in  the  early  1900's  as  the  urban  hub 
of  Orange  County.  It  was  the  first  deep  water  port  of  North  Jersey 
City.  It  was  the  only  one  other  than  the  institutionalized  port  of 
West  Point.  Newburgh  was  the  center  of  rail  freight  yards  on  the 
Western  Hudson,  and  it  enhanced  the  desirability  of  commercial 
and  manufacturing  at  the  time. 

In  1953,  it  was  dubbed  an  all-American  city.  However,  in  a  few 
short  years,  it  began  to  have  a  tarnished  title.  There  was  urban  re- 
newal, there  was  suburbia  flight.  In  1963,  the  newly  opened  New- 
burgh Beacon  Bridge  provided  a  Dutchess-Orange  County  link 
which  bypassed  the  city  and  dealt  a  deathly  blow.  People  no  longer 
had  to  come  to  our  community.  The  closing  of  Stewart  Air  Force 
Base  in  1969,  which  provided  jobs  for  many  local  people,  was  the 
final  blow  to  the  city's  vitality  and  economic  well-being. 

With  a  large  low-income  population  and  a  declining  job  base, 
downtown  Newburgh  and  surrounding  residential  structures  were 
neglected  and  began  to  deteriorate  rather  rapidly.  Overcrowding 
and  disinvestment  by  absentee  landlords  hastened  the  decline  of 
the  housing  stock.  The  spiraling  of  housing  costs  in  the  1980's 
added  to  the  housing  problems  in  our  community.  We  had  an  in- 


creasing  need  for  affordable  housing  for  low-income  population,  and 
for  senior  citizens  on  fixed  income. 

The  city  has  taken  an  active  role  in  the  last  15  years  to  attempt 
to  address  some  of  these  needs.  Efforts  have  included  carrying  out 
a  wide  range  of  programs  involving  some  new  construction,  al- 
though very  minimal,  some  rehabilitation  and  housing  services  to 
low-  and  moderate-income  families  and  those  senior  citizens  I 
mentioned. 

If  we  look  to  the  north,  we  would  see  two  of  those  efforts.  While 
I  mentioned  that  they  were  done  by  the  city,  they,  indeed,  were 
done  with  city  backing  but  done  by  local  churches  that  took  the  ef- 
fort to  seek  out  applications  for  funding.  So,  in  essence,  city  govern- 
ment did  not  see  tnat  it  happened,  but  private  sector  did,  and  par- 
ticularly the  church  community. 

The  population  of  the  city  of  Newburgh  grew  during  the  1980's, 
increasing  by  13  percent  or  3,016  persons,  from  a  total  population 
of  26,454.  This  population  growth  was  accompanied  by  a  redistribu- 
tion of  the  city's  racial  composition  and  I  have  already  given  you 
that. 

Based  on  the  1990  census,  the  city  of  Newburgh  has  9,995  total 
year-round  housing  units  of  which  9,008  are  occupied.  Of  these, 
35.4  percent  are  of  owner-type  with  a  greater  number,  64.5  of  a 
renter-type.  Almost  10  percent  of  the  housing  stock  of  Newburgh 
is  vacant.  Sadly,  I  must  say,  in  the  last  process  Newburgh  took  200 
homes,  unprecedented  in  Newburgh's  history  because  of  the  poor 
economy.  Of  these,  36  percent  are  not  for  sale  or  for  rent  and  are 
vacant  due  to  their  lack  of  status  as  fire-damaged  and  boarded  up 
buildings,  of  which  we  have  many. 

Like  other  communities  throughout  the  region,  Newburgh  experi- 
enced a  spiraling  of  housing  costs  over  the  last  decade.  The  upward 
pressure  of  housing  costs  in  Newburgh  can  be  attributed  to  a  num- 
ber of  factors,  some  similar  to  other  communities  and  some  rather 
unique  to  us.  An  average  boom  economy  throughout  most  of  the 
eighties  generally  resulted  in  escalating  land  and  housing  prices 
targeted  to  the  most  lucrative  segments  of  the  market  even  in  gen- 
erally depressed  cities  such  as  Newburgh. 

Gentrification  became  an  issue  in  our  historic  district,  block  after 
block,  which  lies  to  the  north  of  us.  For  some,  it  created  despair, 
for  others  it  created  a  sense  of  hope  among  investors,  many  of 
those  outside  investors  to  come  to  our  community.  They  came  be- 
cause of  the  Tax  Reform  Act  of  1986  which  gave  them  some  incen- 
tives, tax  credits.  Yet,  for  people  who  resided  within  that  commu- 
nity, they  did  not  have  the  opportunity  to  develop  it.  There  was  an 
outcry  with  regard  to  gentrification,  thus  the  effort  slowed. 

Some  have  said  that  that  has  been  bad  for  our  community.  I  be- 
lieve that  on  the  one  hand  it  has  been  good  because  it  has  given 
indigent  people  the  ability  to  move  forward  and  grasp  and  rede- 
velop what  they  have  a  vested  interest  in. 

LiKe  you,  too,  I  am  getting  hoarse,  but  I  guess  I  can  be  counted 
among  the  elite. 

Chairman  Flake.  That's  right. 

Ms.  Carey.  One  of  the  problems  that  we  have  faced  with  our 
housing  is  the  lead  level.  In  1992,  there  were  53  referrals  to  the 
Orange   County   Health    Department   Environmental    Division    of 


cases  of  lead  poisoning  occurring  in  the  city  of  Newburgh.  That  fig- 
ure to  date  is  98  cases.  The  higher  figure  reflects  the  greater 
awareness  of  lead-based  paint  as  a  potential  health  hazard. 

The  Orange  County  Executive  commissioned  Buckhurst,  Fish, 
Hutton  &  Cass  and  Urbanomics  to  prepare  the  Orange  County, 
New  York,  Housing  Needs  Study.  That  study  essentially  identifies 
the  housing  gap  for  the  county  that  will  require  the  production  of 
at  least  50,000  units  by  the  year  2000. 

The  three  elements  of  the  housing  gap  were  identified  as  inad- 
equate housing  production,  spiraling  nousing  prices,  and  a  shortage 
of  rental  availability.  Spiraling  housing  prices  created  a  shortage  of 
affordable  housing  with  market  production  generally  aimed  for 
large  single-fami^  homes,  and  we  have  a  large  multifamily 
population. 

The  shorta^  of  rental  housing  was  identified  as  particularly  se- 
vere considering  the  changing  population  and  the  composition  in 
the  county  that  occurred  from  1986  through  now.  We  nave  more 
single  young  families  and  more  poor  people  to  address. 

Although  the  boom  of  business  expansion  has  subsided  in  the 
county,  the  level  of  housing  production  has  been  dramatically  re- 
duced. In  1991,  the  United  Way  issued  a  report  of  its  findings.  It 
reiterated  the  facts  of  1986  saying  50,000  units  of  affordable  nous- 
ingis  desperately  needed. 

The  city  of  Newburgh  has  attempted,  through  its  First  Time 
Home  Buyers  Program,  to  make  an  impact  in  that  area.  We  have 
been  joined  by  Key  Bank  in  an  attempt  to  do  that.  However,  people 
have  found  Uiat  the  banks  are  inflexible  or  they  provide  very  little 
flexibility.  Therefore,  it  is  easier  for  them  to  go  the  State  of  New 
York  Mortgage  Agency  [Sonyma]  process.  We  have  one  bank,  the 
Bank  of  New  York,  that  has  become  more  or  less  an  expert  in  proc- 
essing these  loans. 

To  them  I  give  credit,  but  for  the  others  we  need  a  great  deal 
of  subsidy,  subsidizing,  and  we  need  banking  cooperation,  and  more 
than  anything  else  we  need  a  great  deal  of  flexibility. 

The  question  is  always  raised  in  our  community  and  has  been 
raised  since  I  was  a  young  child  about  redlining.  The  answer  comes 
back,  no,  that  there  has  not  been.  But  if  you  apply  the  simplistic 
terms  of,  are  they  there  visually,  the  answer  is  that  there  is  redlin- 
ing. We  haven't  had  a  scientific  study,  nor  professional  study,  to 
determine  the  veracity  of  that.  However,  I  feel  very  strongly  that 
it  is  something  that  needs  to  be  done  and  needs  to  be  addressed. 

Federal  housing  and  community  development  programs  have 
been  essential  to  Newburgh's  recovery.  We  nave  used  CDBG  block 
grants  and  we  have  used  urban  development  action  grants.  How- 
ever, all  of  them  have  been  boggled  by  politicizing,  and  I  am  sure 
there  has  to  be  a  method  where,  when  the  misery  index  of  a  people 
is  used  there  has  to  be  a  mechanism  to  ensure  that  the  monies  that 
come  down  are  used  specifically  to  address  the-  misery  of  those 
persons. 

I  have  before  me,  which  I  will  submit  to  you,  lists  of  projects  that 
have  been  done  in  the  city  of  Newburgh  based  on  these  funds  that 
have  come  down,  but  I  dare  say  that  tne  majority  of  them  have  not 
gone  to  address  the  needs  of  those  same  people  who  have  brought 
the  funds  here  for  utilization. 


We  have  14  companies  that  we  have  put  into  business,  providing 
a  host  of  jobs.  However,  with  the  exception  of  one,  Hudson  Valley 
Tree,  which  is  right  here  on  upper  Broadway,  the  majority  of  those 
jobs  do  not  go  to  local  people.  Some  of  them,  we  as  good  neighbors 
in  the  county,  have  helped  to  bring  to  the  county,  with  the  assur- 
ances and  the  promises  and  even  written  into  the  contract  that  a 
percentage  of  jobs  would  be  held  for  the  residents  of  the  city  of 
Newburgn  has  not  occurred.  We  don't  have  the  transportation  to 
get  those  persons  to  those  jobs.  In  turn,  the  businesses  do  not  pro- 
vide inner-city  transportation  so  that  has  become  an  immediate 
problem,  and  I  feel,  in  all  honesty,  a  misuse  of  the  types  of  funds 
that  have  come  in. 

Certainly,  we  are  providing  jobs  for  persons  within  our  county, 
but  not  from  within  our  community  and  it  desperately  needs  to  be 
done.  We  have  an  unemployment  rate  of  14  percent,  compared  to 
7  percent  in  the  county  overall. 

The  Federal  Home  Program  is  well  intentioned,  but  it  presents 
numerous  program  restrictions  that  make  it  difficult  for  commu- 
nities like  mine  to  address  the  needs  of  people  that  need  it  the 
most. 

Let  me  give  you  an  example.  You  must  meet  80  percent  of  the 
county  meaian  range  for  income.  However,  in  doing  that,  there  is 
also  a  two-tiered  system  in  the  Federal  program,  a  high  and  a  low, 
all  falling  below  that  80  percent  median  in  the  county.  For  rentals, 
it  makes  it  almost  impossible,  and  most  of  our  dwellings  are  mul- 
tiple dwellings,  makes  it  impossible  for  someone  to  monitor  those 
rentals  and  to  make  sure  that  they  are  below  the  median  income. 
It  is  a  cumbersome  process.  The  program  is  for  10  years.  For  10 
years,  how  do  you  ensure  that  everyone  stays  under  that  median 
income  range  and,  indeed,  administratively,  how  do  you  monitor 
such  a  program? 

It  is  our  feeling  that  the  HOME  Program  and  other  programs 
like  it  could  be  consolidated  with  the  CDBG  funds  and  something 
such  as  40  percent,  or  whatever  the  percentage  might  be,  be  slated 
to  be  used  for  housing  and  housing  only.  Again,  making  note  of 
that  misery  index,  that  it  occur  exactly  where  it  is  needed. 

I  feel  very  strongly  that  small  cities  like  ours  can  serve  as  lab- 
oratories to  seek  solutions  for  many  of  the  Nation's  urban  prob- 
lems. Our  governments  are  small,  yet  they  are  manageable  enough 
to  deal  witn  innovative  and  progressive  solutions.  During  my  ad- 
ministration, I  have  attempted  to  do  some  of  that.  I  have  at- 
tempted not  only  to  address  the  housing  plight  that  we  have  here, 
and  we  certainly  need  Federal  monies  in  order  to  do  that,  but  we 
need  Federal  monies  to  address  the  lack  of  industry,  to  address  the 
lack  of  recreation  for  our  children. 

We  have  put  together  what  we  feel  is  a  comprehensive  plan  going 
from  the  waterfront  to  the  West  End.  It  entails  taking  an  inciner- 
ator that  citizens  of  this  community  bonded  for  some  15  years  ago 
that  has  lain  idle,  turning  it  into  an  aquarium,  putting  an  active 
waterfront  available,  bringing  that  back  as  a  commercial  district, 
adding  to  our  commercial  district  going  up  Broadway. 

We  nave  taken  what  little  CDBG  funds  that  we  have  had  avail- 
able and  tried  to  apply  them  in  many  ways,  some  sponsoring  CBOs 
within  our  community,  others  doing  some  infrastructure  with  our 
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community.  We  find  that  we  just  don't  have  enough  of  a  dollar  to 
stretch.  Yet,  we  feel,  taking  a  microscopic  look  at  our  community, 
we  can  be  the  example  for  others,  and  I  thank  you  for  allowing  me 
to  address  this. 

Chairman  Flake.  Thank  you  very  much,  and  certainly  we  appre- 
ciate the  testimony. 

Ordinarily,  I  would  go  and  allow  each  witness  to  testify  and  then 
raise  questions,  but  I  have  several  concerns  that  I  would  like  to 
just  raise  at  this  point.  I  think  I  understand  a  lot  of  your  displace- 
ment had  to  do  with  the  downsizing  of  Stewart,  the  closing  of 
Stewart? 

Ms.  Carey.  Yes. 

Chairman  Flake.  Many  of  the  workers  there  lived  in  the  city  of 
Newburgh? 

Ms.  Carey.  In  the  city  of  Newburgh,  Also  urban  renewal,  much 
of  the  vacant  land  that  you  seen  now  was  occupied,  it  was  viable. 
It  was  an  ill-conceived  plan,  and  I  think  we  all  know  that.  It  took 
many  businesses,  it  wiped  them  off  the  map,  and  took  many  homes 
before  people  had  the  sensibilities  to  put  a  stop  to  it.  Stewart  then 
became  the  crushing  blow. 

Chairman  Flake.  So  you  had  done  your  condemnations  and 
demolitions  before  on  the  assumption  of  development? 

Ms.  Carey.  Yes. 

Chairman  Flake.  So  you  have  a  warehouse  of  land  that  is  now 
vacant  that  could  be  used  for  urban  development. 

Ms.  Carey.  Absolutely. 

Chairman  Flake.  You  mentioned  something  that  is  not  quite 
clear  to  me,  the  need  for  50,000  units  of  affordable  housing. 

Ms.  Carey.  Yes. 

Chairman  Flake.  Can  you  explain  that,  given  the  population  of 
Newburgh? 

Ms.  Carey.  The  50,000  is  what  is  needed  for  the  county.  Because 
of  our  population,  we  need  a  substantial  portion  of  that  much  more 
so  than  the  western  portion  of  the  county. 

Chairman  Flake.  The  occupancy,  you  have  an  occupancy  rate  in 
the  city  of  10  percent,  about  10  percent. 

Ms.  Carey.  Yes. 

Chairman  Flake,  If  you  did  add  50,000  units,  is  that  based  on 
an  assumption  of  some  ultimate  development  or  that  assumption  is 
replacement? 

Ms,  Carey.  Most  of  it  would  be  replacement,  although  we  are  not 
looking  for  50,000  units.  I  am  looking  through  my  notes.  The 
50,000  units  would  be  for  the  county  in  general.  Newburgh  would 
need  4,300  additional  units. 

Chairman  Flake,  Then,  are  you  telling  me  that  a  part  of  what 
you  do  in  terms  of  the  housing  area  is  done  with  a  county  plan  out 
of  which  you 

Ms.  Carey.  Yes. 

Chairman  Flake.  Who  makes  the  submission,  the  city  or  the 
county? 

Ms,  Carey,  The  county. 

Chairman  Flake,  And  there  is  a  county  overlay  govemmentwise? 

Ms,  Carey,  Yes, 


Chairman  Flake.  Then  out  of  that,  you  put  your  portion  in  as 
well  as  all  of  the  other  small  cities  within  the  county? 

Ms.  Carey.  Yes. 

Chairman  Flake.  When  CDBG  money  is  requested,  is  it  re- 
quested by  the  city  or  by  the  county? 

Ms.  Carey.  It  is  requested  by  the  city,  and  that  is  the  only  au- 
tonomy that  we  have  as  a  community  with  regard  to  Federal  funds. 

Chairman  Flake.  And  your  CDBG  monies,  do  they  go  in  to  fill 
your  housing  gap  and  your  general  housing  budget  of  the  city? 

Ms.  Carey.  They  have  not  gone  into  housing  at  all. 

Chairman  Flake.  They  have  not? 

Ms.  Carey.  They  have  not.  Much  of  it  has  gone  into  administra- 
tion to  run  a  community  development  economic  office.  A  certain 
portion  has  gone  to  the  community-based  organizations,  and  that 
becomes  highly  dramatically  politicized,  although  we  have  at- 
tempted to  minimize  that  in  the  past  2  years,  and  we  have  been 
successful  in  doing  that,  and  a  very  small  portion  going  to  an  aged 
infrastructure  system.  None,  very,  very  little  has  gone  into  housing. 

Chairman  Flake.  When  the  tJDAG  Program  was  operative  and 
it  came  directly  to  the  mayors  and  the  mayors  had  the  opportunity, 
basically,  to  designate  projects,  of  course,  you  know,  the  UDAGs  as 
a  program  overall,  the  failure  of  it  became  the  fact  that  mayors 
controlled  it,  therefore,  the  developments  were  downtown  for  the 
most  part,  and  did  not  necessarily  impact  the  population  that  you 
are  speaking  of  that  is  not  impacted  under  most  of  the  current 
programs. 

What  I  have  been  trying  to  find  is  a  model  for  a  UDAG  that 
would  not  be  fraught  with  the  same  kind  of  fraudulent  behavior. 
What  is  your  opinion,  if  you  had  a  UDAG  type  program,  a 
reinstitution  of  a  similar  program  that  basically  was  targeted  so 
that  as  opposed  to  a  Cleveland  or  Detroit,  Detroit  building  a  Ren- 
aissance Center  and  Cleveland  building  downtown,  San  Antonio 
redoing  its  whole  downtown  area,  that  money  could  be  targeted  to 
meet  the  needs  of  the  particular  disaffectea  population  that  you 
seem  to  suggest  in  your  testimony  is  always  overlooked  when  the 
ultimate  plan  is  put  together. 

Ms.  Carey.  Yes. 

Chairman  Flake.  Is  that  helpful,  would  that  be  helpful? 

Ms.  Carey.  Yes,  that  would  be  extremely  helpful  in  developing 
this  inner  core,  absolutely  that  kind  of  intervention  is  needed.  In 
the  past,  our  UDAG  monies  have  gone  for  putting  large  businesses 
in  place.  In  fact,  part  of  Newburgh's  UDAG's  monies  were 
underutilized,  which  I  cannot  understand  with  the  population  that 
we  have.  They  just  stayed  there  laying  fallow. 

Chairman  Flake.  Has  there  been  any  thought  given  to  making 
the  Hudson  River  a  kind  of — I  was  in  Savannah  in  August,  what- 
ever, and  what  they  have  done  is,  they  have  started  a  whole  proc- 
ess of  taking  what  is  essentially  the  same  kind  of  river  scenery,  the 
beauty,  aestnetics,  and  they  have  begun  the  process  now  of,  start- 
ing with  the  major  hotel  chain  and  branching,  and  creating  a  tour- 
ist attraction.  Has  that  ever  been  a  part  of  the  thought  processes 
as  it  relates? 

Ms.  Carey.  I  am  glad  you  said  that  because  that  is  exactly  the 
thought  process  that  we  have  gone  through.  I  used  Savannah  as  a 
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prototype.  I,  too,  visited  Savannah.  If  you  shut  your  eyes,  you 
wouldn't  know  that  weren't  in  Savannah  except  for  the  vacancy 
and  the  bHght  here.  Our  waterfronts  are  very,  very  similar,  and  I 
am  using  that  as  a  prototype,  along  with  the  State  Hudson  River 
Valley  Greenway  that  I  have  embraced,  to  attempt  to  do  something 
similar,  yes. 

Chairman  Flake.  All  right. 

Mr.  Hinchey. 

Mr,  Hinchey.  Audrey,  has  there  ever  been  any  attempt  by  the 
State  to  join  the  resources  of  Stewart  Airport,  for  example,  witn  the 
city? 

Have  you  ever  been  approached  by  the  State  in  any  way  to  try 
to  take  advantage  of  the  juxtaposition  of  Stewart  and  the  city  of 
Newburgh? 

Ms.  Carey.  We  have  not  and,  in  fact,  going  back  2  years  to  my 
campaign,  one  of  the  things  was  to  make  a  connection  with  Stewart 
other  than  in  words,  and  we  keep  hearing  that  we  want  to  make 
a  connection.  I  have  a  videotape  from  the  Governor  that  shows  part 
of  Broadway  and  part  of  our  problems.  It  talks  about  reviving  the 
Hudson  Valley  and  the  connection  with  Newburgh  with  Stewart. 
However,  it  is  never  followed  up.  We  are  looking  at  putting  an  en- 
terprise zone  in.  We  are  exploring  it  at  this  point.  We  haven't  made 
a  decision. 

We  called  together  many  people,  the  sister  towns,  Stewart  Field. 
Stewart  Field  was  one  of  tne  first  persons  to  back  off  of  the  process, 
knowing  that  we  have  a  small  land  mass  and  that  if  we  make  the 
connection  it  is  best  for  all  of  us.  So  that  we  get  a  lot  of  lip  service 
with  regard  to  making  the  connection,  but  we  get  nothing 
definitive. 

Mr.  Hlnchey.  So  when  Stewart  backed  off  from  that  association 
which  was  suggested,  that  backing  off  was  done  primarily  by  the 
New  York  State  Department  of  Transportation  who  has  respon- 
sibility for  Stewart? 

Ms.  Carey.  I  am  not  sure  whether  it  was  done  by  local  individ- 
uals or  whether  it  came  from  a  sense  of  direction  above.  We  were 
simply  told  a  week  ago  that  they  really  were  not  interested. 

What  we  were  looking  to  do  was  to  take  at  least  one  of  the  two 
towns  to  connect  with  Newburgh  because  we  don't  have  the  land 
mass  to  meet  the  requirements.  Also,  we  are  a  very  poor  commu- 
nity, and  we  don't  have  the  money  that  is  needed.  So  we  felt,  if  we 
put  two  pockets  together,  it  was  advantageous  to  both  of  us,  and 
it  would  force  a  natural  connection  with  Stewart,  giving  us  some 
light  industry,  giving  us  the  connection  that  we  desperately  need. 

Mr.  Hinchey.  And  the  location  on  the  river  and  the  transpor- 
tation potential,  the  revitalization  of  the  transportation  of  the  river 
draws  another  natural  connection  between  the  city  of  Newburgh 
and  the  major  transportation  facility  of  our  region  which  is  now 
Stewart  Airport. 

Ms.  Carey.  Yes,  it  does.  What,  quite  frankly,  my  fear  is,  is  that 
the  cutoff  which  has  already  occurred  where  people  don't  have  to 
come  to  Newburgh  will  be  enhanced,  and  that  Newburgh  will  be- 
come a  very  poor  island  in  the  middle  of  all  of  the  blossoming  de- 
velopment, and  it  has  already  begun,  the  process  had  begun.  You 
get  off  of  the  bridge,  you  come  down  Marine  Drive,  and  you  don't 
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have  to  come  into  Newburgh.  You  go  the  other  way  on  84,  you  go 
directly  into  Stewart.  Yet,  with  minor  adjustments,  Newburgh 
could  be  included  in  the  overall  picture. 

Mr.  HiNCHEY.  I  think  you  are  absolutely  correct.  I  think  that 
your  fear  is  a  justifiable  fear  because  you  see  that  that  is  precisely 
what  is  happening.  The  potential  for  Newburgh  as  a  regional  facil- 
ity is  substantial  and  it  would  be  not  just  a  shame,  it  would  be  a 
very  serious  mistake  not  to  involve  and  to  develop  Stewart  more 
directly  in  the  future  of  Newburgh,  because  the  two  facilities  could 
benefit  from  each  other,  and  I  think  that  the  entire  region  could 
benefit  from  that  kind  of  relationship. 

Would  you  be  fearful  of  some  kind  of  a  formal  relationship  in  the 
establishment,  say,  for  example,  of  a  common  authority  which 
would  have  bonding  capacity,  that  kind  of  relationship  between 
something  like  Stewart  and  the  city  of  Newburgh? 

Ms.  Carey.  I  think  we  need  something.  We  have  looked  at  public 
benefit  corporations  as  a  possibility,  something  clearly  has  to  be  es- 
tablished to  do  bonding  and  I  would  welcome  it. 

Mr.  HiNCHEY.  Thanks. 

Ms.  Carey.  Let  me,  before  I  end,  simply  also  say  that  the  local 
banks,  as  a  poor  community  I  don't  have  money  to  underwrite  pro- 
grams or  visitations  that  come  in,  the  local  banks,  at  least  two  of 
them,  MIT  and  Fleet  Bank,  have  been  very  good  about  underwrit- 
ing those  programs  for  me,  but  they  are  in  the  amounts  of — and 
I  certainly  don't  want  to  turn  them  off  because  I  need  the  money 
and  I  am  giving  them  credit,  but  they  are  in  the  amounts  of  a  cou- 
ple hundred  dollars  and  we  are  looking  at  a  broader,  wider  picture. 
We  are  looking  at  millions  of  dollars  and,  in  comparison,  we  are  not 
seeing  it  here. 

Chairman  Flake.  Are  you  finished? 

Mr.  HiNCHEY.  Go  ahead. 

Chairman  Flake.  The  question  of  the  banks,  do  you  have  a  suffi- 
cient number  of  branch  banks  here? 

Ms.  Carey.  I  believe  we  have  a  sufficient  number.  We  lost  one. 
We  lost  the  Bank  of  New  York  off  of  Broadway  very,  very  recently. 
They  moved  with  the  development.  The  development  is  occurring 
in  Stewart  and  Crystal  Run,  it  is  occurring  to  the  west  of  us  and 
they  naturally  are  following.  I  think,  even  with  that  loss,  we  have 
a  substantial  number.  No  community  is  ever  satisfied,  and  you  can 
always  certainly  use  an  increase,  and  you  can  use  an  increase  of 
people  who  are  going  to  have  a  vested  interest  in  your  community. 
Pawling  Bank  has  certainly  been  welcomed  to  our  community. 
They  have  listened  with  an  open  ear  more  than  banks  that  were 
here,  neighborhood  banks  that  have  converted  and  no  longer  have 
the  neighborhood  approach,  and  perhaps  that  is  what  we  need  to 
look  at,  going  back  to  a  neighborhood  approach. 

When  I  bought  my  home,  I  could  sit  in  Columbus  Trust  Bank  be- 
cause I  happened  to  know  the  person  that  was  making  the  deci- 
sions, and  they  knew  the  history  of  my  family  and  how  long  I  had 
been  there.  For  people  who  go  now  who  are  looking  at  empty  faces 
that  don't  know  your  history,  it  becomes  an  easy  decision  to  say, 
'This  is  marginal,  let  me  give  it  a  no." 

Chairman  Flake.  So  the  old  concept  of  the  community  banker, 
character  loans,  I  guess,  is  no  longer  operative. 
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HOME  monies,  you  have  not  accessed  HOME  monies? 

Ms.  Carey.  No,  we  have  not. 

Chairman  Flake.  The  problem  here  becomes  your  median  in- 
come being  at  a  higher  threshold  or  a  lower  threshold,  I  didn't 
quite  get  that? 

Ms.  Carey.  It  is  at  a  lower,  but  the  processes  for  management 
and  administrative  process  has  been  a  deterrent  for  us.  If  I  gave 
you  the  impression  that  we  didn't  access  any,  that  is  wrong.  We  did 
access  for  single  families  only.  But,  again,  we  have  only  done  10. 

Chairman  Flake.  Let  me  get  to  a  deeper  point  on  this  question. 
Are  you  suggesting  that  small  town  governments  do  not  have  the 
necessary  resources  as  it  relates  to  the  burdensome  paperwork? 

Ms.  Carey.  Absolutely,  we  do  not. 

Chairman  Flake.  Just  having  the  burden  of  trying  to  do  it  be- 
comes difficult? 

Ms.  Carey.  Yes. 

Chairman  Flake.  That  is  something  we  ought  to  be  able  to  ad- 
dress. I  think  it  would  be  helpful  to  us  if  that  part  of  your  testi- 
mony in  relationship  to  the  problems  of  small  city  governments  in 
terms  of  accessing  HOME  or  any  other  funds  because  of  a  lack  of 
capacity  support  system  that  you  ought  to  get  a  letter  to  me  as 
chairman,  and  what  I  will  do  is,  I  will  meet  with  Cisneros  on 
Wednesday,  maybe  you  can't  do  it  that  quickly,  but  I  can  do  a  fol- 
lowup  with  him  because  I  think  that  is  important  because  many 
smaller  governments  have  been  able  to  use  HOME  monies  better 
than  most  large  cities  have.  So  we  need  to  try  to  find  out  what  it 
is  that  makes  for  a  small  city  like  Newburgh,  and  perhaps  even 
other  small  cities,  a  detriment  in  terms  of  being  able  to  apply  for 
those  funds. 

My  last  question  is,  you  mentioned  15  companies  that  have  lo- 
cated in  the  region.  The  prior  agreement  had  been  that  they  would 
make  available  jobs  to  residents,  indigenous  persons  of  this  com- 
munity; am  I  right? 

Ms.  Carey.  Yes. 

Chairman  Flake.  That  has  not  happened.  Are  there  government 
funds  involved  in  the  actual  bringing  of  those  particular  companies 
to  the  region? 

Ms.  Carey.  All  14  government  funds  have  been  involved,  in  one 
fashion  or  another.  We  have  Newburgh  Teachers  Credit  Union,  and 
I  am  a  member — in  fact,  I  am  a  teacher — it  created  18  jobs,  small 
per  se.  However,  most  of  those  jobs  are  not  from  people  within  our 
community. 

Let  me  take  a  larger  one.  Key  Bank  and  Key  Bank  has  certainly 
been  a  personal  friend  to  Audrey  Carey.  Its  regional  office  employs 
500  persons,  a  majority  of  that  are  not  from  our  community,  yet 
it  was  our  hope  that  it  would  be  an  anchor  to  lower  Broadway  and 
provide  some  of  those  jobs. 

Hudson  Valley  Tree  initially  was  slated  for  180  jobs.  It  makes 
Christmas  trees  that  go  all  over  the  world.  On  the  other  hand,  to 
give  you  the  other  half  of  it,  they  are  up  to  800  employees  and  they 
do  exactly  what  they  were  slated  to  do,  they  address  the  misery 
index  and  the  persons  that  fall  within  that.  They  have  grown  from 
180  initially  back  in  1986  to  800  employees. 

Chairman  FLAKE.  Are  those  year-round  jobs? 
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Ms.  Carey.  Yes,  year  round.  They  do  have  a  slow  segment.  How- 
ever, the  majority  of  it  is  year  round.  So  that  gives  you  a  balance 
of  both. 

Service  Merchandise,  which  was  placed  outside  of  our  community 
is  one  that  was  slated  for  185  jobs,  an  800  square  foot  facility.  It 
was  done  with  the  county.  The  total  investment  in  the  project  was 
$19  million.  If  we  have  10  jobs  out  there,  that  is  a  lot. 

Part  of  the  problem  is  the  transportation.  They  were  to  provide 
bus  transportation  for  inner-city  persons,  they  have  not. 

Chairman  Flake.  That  was  a  part  of  the  original  agreement? 

Ms.  Carey.  Yes,  it  was. 

Chairman  Flake.  And  was  it  to  be  some  van  service? 

Ms.  Carey.  It  was  to  be  van  or  bus,  whatever  they  thought  was 
feasible.  I  believe  it  was  20  percent  of  the  jobs  were  to  be  held  for 
Newburgh  residents. 

Chairman  Flake.  Is  it  possible  to  get  New  York  State  transpor- 
tation to  work  with  this  city  then  in  terms  of  trying  to  develop  and 
design  transportation  services? 

Ms.  Carey.  The  county  has  just  gone  through  a  transportation 
study.  We  need  transportation  desperately,  not  only  for  the  city  of 
Newburgh  but  for  countywide.  We  need  transportation  to  the  coun- 
ty center,  to  the  family  courts.  We  don't  have  a  transportation 
system. 

Chairman  Flake.  And  most  of  your  jobs  and  services  are  now 
being  built  outside  of  the  city  within  the  county,  so  transportation 
becomes  key  for  the  overall  stability. 

Ms.  Carey.  That's  right,  because  they  don't  get  to  the  jobs.  We 
have  the  force.  We  can  certainly  provide  the  training,  but  they 
have  to  be  able  to  get  there. 

Chairman  Flake.  Just  for  my  information,  those  jobs  that  are 
created,  800  here,  100  here,  and  so  forth,  where  do  the  people  come 
from  who  get  the  new  jobs? 

Ms.  Carey.  Some  of  them  come  from  the  towns,  some  of  them 
have  transferred  in  with  the  company. 

Chairman  Flake.  Any  other  questions? 

Thank  you  very  much,  Mayor  Carey.  I  think  this  is  very  helpful 
in  terms  of  opening  our  eyes  to  the  problems  of  smaller  towns,  and 
I  would  appreciate  the  letter,  and  we  will  respond  to  that  and 
make  sure  that  the  Secretary  has  it.  I  will  get  Mr.  Hinchey  to 
cosign  the  letter  so  that  we  can  make  sure  that  they  know  that  it 
is  representative  of  a  concern  as  it  relates  to  this  town. 

Thank  you  very  much. 

Mr.  Perez. 

STATEMENT  OF  MANUEL  ALLE>mE-PEREZ,  EXECUTIVE 

DIRECTOR,  PODER 

Mr.  Allende-Perez.  I  will  stick  to  the  text  initially  and  then 
maybe  some  comments  afterwards. 

Hon.  Floyd  H.  Flake,  Chairman;  Hon.  Maurice  Hinchey,  Con- 
gressman of  the  26th  District,  ladies  and  gentlemen,  my  name  is 
Manuel  Allende-Perez  and  I  am  the  executive  director  of 
Programas  de  Ocupaciones  y  DesarroUo  Economico  Real,  Inc.,  or 
more  commonly  known  as  PODER. 
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The  organization  is  a  multiservice,  bilingual,  bicultural,  nonprofit 
tax  exempt,  501(c)(3)  community-based  agency  located  at  73  Car- 

{>enter  Avenue  here  in  the  city  of  Newburgh.  PODER  was  estab- 
ished  in  1983. 

PODER  provides  a  multitude  of  services  to  Hispanics  £ind  other 
low-income  residents  of  the  Greater  Newburgh  area.  We  have  been 
designated  a  neighborhood  preservation  company  by  the  New  York 
State  Division  of  Housing  and  Community  Renewal.  PODER  devel- 
ops permanent  housing  for  homeless  families,  operates  an  out- 
patient drug-free  treatment  program,  provides  AIDS  education  and 
outreach  prevention  services  and  case  management  services  to 
women  of  color  who  are  HIV  positive  or  at-risk  of  becoming  HIV 
positive.  We  also  work  with  families  which  have  children  who  are 
mentally  retarded  or  developmentally  disabled. 

During  the  summer,  we  conduct  a  free  lunch  program  and  a 
summer  recreation  program  for  youngsters  between  the  ages  of  8 
through  13,  We  also  host  summer  work  experience  for  youth  be- 
tween 14  and  21  years  of  age. 

Last  year,  PODER  was  the  recipient  of  a  Neighborhood  Develop- 
ment Demonstration  Program  grant  from  the  U.S.  Department  of 
Housing  and  Urban  Development.  The  grant  allowed  PODER  to 
provide  small  business  assistant  services  to  micro  and/or  small 
businesses. 

The  organization  employs  over  32  employees  on  a  regular  basis 
and  during  the  summer  months  hires  another  5  to  8  employees. 
Since  1991,  PODER  has  been  the  lead  agency  for  the  Newburgh 
Neighborhood-Based  Alliance.  The  Newburgh  NBA  is  a  locally  driv- 
en effort  whose  long-term  mission  is  to  empower  the  community  in 
order  to  improve  our  quality  of  life. 

The  city  of  Newburgh  is  quite  representative  of  the  small  cities 
with  big  city  problems  syndrome.  As  of  1990,  the  city  of  Newburgh 
had  a  total  of  10,046  housing  units.  The  number  of  occupied  units 
was  9,072  and  vacant  units  totaled  974.  The  percentage  of  boarded 
up  buildings  was  at  about  15.5  percent  which  is  very  high  when 
compared  to  the  rest  of  the  State  of  New  York  with  an  average  of 
3.3  percent,  and  New  York  City  with  an  average  of  4.8  percent. 

The  total  of  owner  occupied  units  was  38.8  or  about  3,247  units. 
The  ethnic/racial  owner-occupied  unit  composition  is  about  47.2 
percent  white,  21.5  percent  black,  and  17.2  percent  Hispanic.  By 
far  the  majority  of  the  owner-occupied  units  are  located  in  the  West 
End  part  of  the  city  and,  conversely,  the  preponderant  non-owner- 
occupied  units  are  in  the  East  End. 

The  East  End,  north  of  Broadway,  is  the  most  blighted  section 
of  Newburgh.  This  part  of  the  city  has  a  blend  of  an  aging  turn  of 
the  century  residential  two-,  three-,  and  four-family  buildings  and 
limited  commercial/retail  storefront  properties.  The  area  has  a  sig- 
nificant number  of  dilapidated,  boarded  up  properties  and  vacant 
units.  Newburgh  is  listed  on  the  Large  Cities  and  Urban  Counties 
Partial  List  of  UDAG  Designated  Distressed  Areas. 

Since  the  early  1970's,  the  city  of  Newburgh  has  suffered  fi-om 
high  unemployment  due  to  the  flight  of  light  manufacturing  indus- 
tries. The  closing  of  large  regional  employers — as  mentioned  ear- 
lier, Stewart  Air  Base,  DuPont,  Ford  Motors.  This  has  all  caused 
or  contributed  to  the  city's  economic  decline.  The  NYS  Department 
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of  Labor  Newburgh  Office  reported — this  is  going  back  about  8 
months — about  a  12-percent  unemployment  rate  for  the  city  of 
Newburgh,  and  that  was  prior  to  the  layoffs  at  IBM. 

The  percentage  of  households  with  cnildren  that  are  single  par- 
ent households  for  Newburgh  in  1980  was  42.2  percent,  and  in 
1990  51.3  percent.  In  New  York  City  for  the  same  period  the  per- 
centages were  35.4  percent  and  42.3  percent,  respectively.  In  1980, 
Newburgh  had  about  a  6.8  percent  higher  rate  of  households  with 
children  that  are  single  parent  households  than  New  York  City. 
However,  in  1990,  Newburgh  has  about  a  9-percent  higher  rate 
than  New  York  City.  The  Orange  County  Department  of  Social 
Services  reports  that  55  percent  of  the  county's  social  services  pop- 
ulation is  located  within  the  Newburgh  area. 

These  are  just  a  few  of  the  indicators  that  show  over  time  the 
disproportionate  decline  in  the  quality  of  life  in  the  city  of  New- 
burgh, particularly  when  compared  to  New  York  City  and  the  rest 
of  the  State. 

PODER's  involvement  in  improving  the  housing  stock  has  been 
a  multifaceted  approach.  We  have  concentrated  on  permanent 
housing  for  homeless  families  via  our  Community  Re-entry  Pro- 
gram [CRP].  The  CRP  serves  as  a  positive  influence  in  assisting 
families  to  overcome  the  stigmas  and  psychological  effects  associ- 
ated with  homelessness  and  shelter  living.  The  project  addresses 
concerns  of  homeless  families  and  creates  an  environment  that  nur- 
tures, emphasizes  involvement,  active  participation,  and  positive 
human  development.  The  CRP  acquires  abandoned  or  boarded  up 
buildings  and  contracts  with  local  labor  for  the  renovations.  The 
CRP  helps  to  stabilize  neighborhoods  and  contributes  to  the  local 
economy  in  both  the  short  and  long  term. 

Our  experience  with  Federal  funding  has  been  limited  to  Com- 
munity Development  Block  Grants  and  the  Neighborhood  Develop- 
ment Demonstration  Program.  However,  we  are  familiar  with 
HOPE  3,  and  the  HOME  Programs.  PODER  has  recently  submit- 
ted applications  for  a  HOPE  3  Program  and  the  John  Heinz  Memo- 
rial Neighborhood  Development  Grant.  We  have  not  yet  been  ad- 
vised as  to  any  decision  regarding  our  submission  to  HUD. 

Nevertheless,  we  are  pursuing  the  development  of  innovative 
home  ownership  strategies  for  low-income  residents.  Of  course,  one 
of  the  major  difficulties  for  nonprofit  community-based  developers 
is  the  lack  of  up-front  capital  to  pursue  housing  development. 

We  believe  that  CDBG,  HOPE  3,  and  the  Neighborhood  Develop- 
ment Programs  can  be  effective  with  some  modifications.  Some  of 
the  specific  items  I  would  like  to  share  with  you  concerning  bar- 
riers which  limit  the  success  of  these  programs  and  impede  commu- 
nity-based developers  to  maximize  our  efforts  vis-a-vis  affordable 
housing  development  are  as  follows: 

Under  HOPE  3,  one,  the  match  requirement.  HUD  does  not  ac- 
cept a  match  for  conventional  or  Federal/State  mortgage  financing 
unless  it  is  specifically  designated  for  HOPE  3  participants.  This 
should  be  changed,  non-Federal  dollars  raised  should  be  considered 
as  match.  This  will  serve  to  foster  private/public  leveraging  and 
partnerships. 

Two,  site  control.  Groups  cannot  secure  site  control  until  after 
the  grant  is  awarded.  Proposals  should  be  considered  with  or  with- 
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out  site  control.  Actually,  applications  should  get  extra  points  for 
site  control.  This  will  ensure  that  properties  identified  are  more 
likely  to  be  available  for  development  once  the  award  is  granted. 
Furtnermore,  it  encourages  leveraging  resources  at  the  local  level 
during  the  initial  application  process. 

Eligible  properties.  The  local  community  conditions  need  to  be 
considered  concerning  eligible  properties.  Communities  such  as 
Newburgh  which  have  a  high  incidence  of  foreclosed  abandoned 
properties  but  are  not  government  held  could  greatly  benefit  from 
a  HOPE  3  Program. 

Under  community   development  block  grants,  discretionary   15 

Eercent  set-aside  for  community-based  organizations.  This  should 
e  changed  to  be  mandated  and  raised  to  30  percent.  Our  experi- 
ence has  shown  that  municipalities  are  not  inclined  to  utilize  the 
allowable  15  percent  set-aside  for  funding  community  groups. 

Under  the  neighborhood  development  grants:  One,  matching 
funds.  The  fundraising  can  only  be  done  from  the  neighborhood. 
This  should  be  changed  to  allow  for  fundraising  to  be  geographi- 
cally unrestricted,  thereby  enhancing  the  success  of  the  program. 

Two,  grant  amount  and  period.  The  funding  is  currently  for  1 
year,  but  the  program  period  can  be  for  3  years.  The  funding 
amount  should  be  at  least  for  2  years.  Community-based  groups 
have  to  spend  a  great  deal  of  time  seeking  and  submitting  lor  an- 
nual funding.  Having  multiyear  funding  available  will  allow  the 
groups  to  concentrate  on  services  and  give  the  community  a  stable 
program  residents  can  count  on. 

Federal  Government  support,  one,  current  funding  mechanisms 
make  it  very  difficult  for  community-based  organizations  to  com- 
prehensively serve  distressed  families  and  individuals.  There  is  a 
real  need  for  Federal  funding  to  be  coordinated  at  the  Federal  level 
and  directed  in  a  comprehensive  manner  to  local  community  neigh- 
borhood initiatives.  This  will  allow  for  the  local  community  to 
f>rioritize  its  needs  and  develop  a  comprehensive  approach  to  effect 
ong-term  change  for  distressed  areas. 

The  Federal  Government  should  begin  to  pursue  an  approach 
similar  to  the  New  York  State's  Neighborhood-Based  Alliance.  This 
can  be  accomplished  as  follows:  One,  set  up  a  Federal  interagency 
committee — that  is,  HUD,  Health  and  Human  Services,  Education, 
Department  of  Commerce,  Department  of  Transportation,  and  so 
forth.  The  committee  will  identify,  coordinate,  and  direct  resources 
to  a  given  community  via  a  request  for  proposal.  This  process 
will  encourage  the  local  community  to  come  together  and  work 
cooperatively. 

Congressman  Flake,  I  think  this  touches  on  the  point  that  you 
mentioned  about  that  target  at  UDAG.  I  think  coming  together  at 
the  Federal  level  and  identifying  resources  at  the  Federal  level  and 
then  directing  them  to  the  local  community  and  this  type  of  ap- 
proach would  be  more  successful. 

Two,  Federal  level  lead  agency  designated.  Federal  contracting 
and  program  reporting  requirements  could  be  facilitated  by  des- 
ignating a  lead  agency  at  the  Federal  level  to  monitor  program 
goals  and  success,  thereby  greatly  reducing  documentation  require- 
ments and  overburdening  groups  with  unnecessary  duplication  of 
paperwork. 
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Three,  local  coordination  will  mirror  the  Federal  efforts.  The 
community  needs  to  be  organized  with  wide  representation  and 
participation.  The  establishment  of  a  local  lead  agency  and  commu- 
nity advisory  councils  will  provide  avenues  for  community  input. 

Secretary  Cisneros  has  recently  proposed  a  new  program,  Moving 
to  Opportunities,  which  promotes  income  mixing  and  the 
deconcentration  of  poor  people.  Given  the  high  concentration  of 
low-income  residents  in  the  Newburgh  areas,  this  may  be  a  pro- 
gram that  Newburgh  could  benefit  from. 

Under  federally  insured  depositories,  traditionally.  Federal  in- 
sured depositories  have  played  the  role  of  lender.  However,  over 
the  few  years  and  through  the  community  initiatives  such  as  our 
CRP  Program  and  the  NBA,  they — the  federally  insured  deposi- 
tories— have  taken  a  more  active  role  and  interest  to  participate  at 
the  local  level  with  government  and  community  groups. 

Two,  lending  institutions  in  general  need  to  continually  consider 
innovative  approaches  to  credit/borrowing  needs  of  low/moderate 
income  groups.  This  is  particularly  true  during  hard  economic 
times.  The  pattern  has  been  to  greatly  restrict  credit/lending  as  op- 
posed to  promoting  it. 

I  would  like  to  just  add  that  the  issue  of  neighborhood  branch 
banking,  we  have  seven  branches  in  the  city  of  Newburgh.  We  have 
two  of  Key  Banks,  one  of  Fleet  Bank,  one  of  Bank  of  New  York. 
What  Bank  of  New  York  did  was,  they  relocated  their  administra- 
tive offices,  but  the  branch  is  still  there.  We  have  Albany  Savings. 
We  have  Pawling  Savings  Bank,  and  we  have  Middletown  Savings 
Bank,  So  I  think  we  have  enough  branches.  The  issue  is  not  so 
much  whether  we  have  them  here  physically,  but  I  think  it  is  the 
approach  in  their  lending,  in  their  flexible  credit  and  lending  cri- 
teria, and  underwriting  criteria  for  mortgages,  and  I  think  that  is 
where  the  emphasis  needs  to  be  placed. 

In  terms  of  just  the  wide  public  support,  the  problems  of  dis- 
tressed communities  can  only  be  effective  if  we  all  come  together 
and  work  together  and  we  learn  to  interface  with  our  mutual  inter- 
est and,  in  the  long  run,  develop  a  long-term  vision  for  our  commu- 
nity and  long-term  commitments  from  everyone  in  our  society. 

Thank  you. 

[The  prepared  statement  of  Manuel  Allende-Perez  can  be  found 
in  the  appendix.] 

Chairman  Flake.  Thank  you  very  much,  Mr.  Perez. 

We  will  start  questioning  with  Mr.  Hinchey. 

Mr.  Hinchey.  Manuel,  I  think  that  your  testimony  draws  atten- 
tion to  a  number  of  things,  not  the  least  of  which  is  the  fact  that 
this  is  a  thoroughly  integrated  community,  and  the  needs  of  this 
community  are  reflected  throughout  the  broad  array,  the  broad  per- 
spective of  people  who  live  here,  whether  they  be  white,  black,  or 
Hispanic.  This  is  a  community  that  is  disparate,  and  that  the  needs 
are  reflected  throughout  the  community. 

The  problem  of  red  tape  that  you  mentioned,  which  was  also 
brought  to  our  attention  by  Mayor  Carey  in  her  testimony.  Is  there 
a  trend  that  you  see,  are  things  improving,  do  you  see  the  situation 
getting  better  or  worse? 


18 

Mr.  Allende-Perez.  I  think  it  is  ironic  that  the  law  was  passed 
a  few  years  ago,  the  Paperwork  Reduction  Act  and  it,  in  fact,  in- 
creased the  production  of  paper. 

Chairman  Flake.  They  have  paper  to  deal  with  how  to  reduce 
the  paper. 

Mr.  Allende-Perez.  Exactly.  Yes,  it  is  a  big  problem.  It  is  a  big 
problem  especially  for  community-based  developers  because  we 
don't  have  the  resources.  We  are  never  given  the  resources  to  deal 
with  the  issue  but  yet  the  burden  is  placed  on  us. 

Mr.  HiNCHEY.  This  is  a  community,  in  spite  of  its  problems,  nev- 
ertheless, a  community  that  has  some  substantial  strengths.  One 
of  the  strengths  that  I  have  seen  here  is  the  presence  of  the  local 
church  organizations.  The  strength  of  the  churches  themselves,  the 
strength  of  the  leadership  within  the  churches,  the  ministerial  peo- 
ple here  in  the  community,  and  the  work  that  they  are  trying  to 
accomplish  here. 

Mayor  Carey,  in  her  testimony,  talked  about  some  of  the  housing 
activities  that  have  been  accomplished  through  church  organiza- 
tions. Do  you  see  that  to  be  the  case,  can  you  comment  for  us  on 
that? 

Mr.  Allende-Perez.  That  hasn't  been  the  experience  in  recent 
years  except  for  a  very  worthwhile  project.  Project  Life,  which  is  a 
transitional  homeless  project,  homeless  housing  project.  I  think  the 
trend  today  and  in  the  future,  in  the  field  of  community  economic 
development  is  by  nonprofit  community-based  agencies  that  have 
built  internal  capacity,  that  have  learned  to  relate  to  all  sectors  of 
the  city,  and  provide  the  leadership  in  terms  of  where  we  are  going 
to  go,  what  we  want  our  community  to  really  look  like  down  the 
road,  and  then  proceed  to  interface  with  everyone  we  can  to  sup- 
port it. 

So  I  think  the  trend  has  shifted  somewhat.  Not  to  say  that  they 
cannot  be  instrumental,  because  certainly  they  can.  They  are  still 
pillars  of  the  community  and  they  can  influence.  They  can  also  do, 
I  think,  a  very  good  job  of  raising  dollars  when  it  is  needed.  I 
couldn't  answer  why,  but  it  is  just  not  the  current  trend. 

On  the  other  hand,  as  I  look  around  at  the  community-based  de- 
velopers and  I  travel  around  the  country,  I  see  the  trend  more  and 
more  of  people  who  are  in  the  professional  capacity  as  community- 
based  developers  dedicating  their  lives  to  the  field  and  really  want- 
ing to  make  impact  long  term. 

Mr.  HiNCHEY.  In  terms  of  the  public  assistance,  both  through 
Federal  and  State  agencies,  you  mentioned  the  fact  that  most  of 
the  development  activity  has  taken  place  in  the  western  end  of  the 
community.  Is  there  enough  flexibility  within  the  existing  pro- 
grams to  try  to  move  the  development  or  to  target  the  development 
in  areas  where  it  is  more  needed,  in  this  particular  case  in  the 
east? 

Mr.  Allende-Perez.  Let  me  clarify,  if  I  read  that  then  I  made 
a  mistake.  Congressman,  because  it  is  not  that  development  is  tak- 
ing place  in  the  West  End,  it  is  just  that  historically  that  has  been 
the  case  and  the  West  End  is  in  better  shape.  The  development  has 
been  negated  on  the  East  End  and  there  has  been  very  minimal 
development. 
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So  it  is  not  so  much  that  the  West  End  is  being  developed,  it  just 
has  been  stabiHzed  and  it  hasn't  deteriorated.  But  on  the  East  End 
the  deterioration  hasn't  stopped  and  development  efforts  have  not 
sufficed. 

However,  we  are  working  on  the  East  End.  There  are  other 
groups  working  in  the  East  End,  and  the  only  things  that  we  need 
are  much,  much  broader  impact.  To  do  that,  we  need  the  Federal 
Government,  which  is  finally  onboard,  I  believe,  after  12  years  of 
not  being  there.  The  only  reason  we  have  housing  crises  and  we 
have  abandonment  of  buildings  and  so  forth  is  because  housing 
subsidies  were  taken  away,  75  percent  as  of  1980  were  taken  away 
from  HUD.  Hopefully,  Congress  is  now  restoring  that. 

I  think  as  that  restoration  now  comes  to  fruition  that  we  will  see 
the  redevelopment  of  the  inner  city. 

Mr.  HiNCHEY.  Thank  you. 

Chairman  Flake.  Thank  you  very  much. 

Mr.  Perez,  as  it  relates  to  housing  development,  has  there  been 
any  activity  as  it  relates  to  other  groups,  LISC,  Neighborhood 
Housing  Services,  any  other  groups  that  are  currently  doing 
production? 

Mr.  Allende-Perez.  Sure.  We  have  had  conversations,  brief  re- 
lationships, almost  partnerships  with  all  those  you  mentioned.  En- 
terprise Foundation,  we  had  a  tax  credit  deal  going  on  with  Enter- 
prise Foundation.  We  are  now  negotiating  and  talking  with  LISC, 
the  local  New  York  City  Office,  and  with  other  intermediaries,  com- 
munity economic  development  intermediaries. 

My  staff,  myself,  and  my  two  top  managers,  associate  directors 
have  been  trained  by  Pratt  Institute  Community  Economic  Devel- 
opment Internship  Program,  Development  Training  Institute.  We 
have  always  reached  out  to  those  folks.  They  are  and  have  been 
talking  to  us.  Whether  something  materializes  depends.  I  guess  we 
will  know  in  the  near  future. 

One  of  the  problems  with  LISC,  for  example,  is  that  they  would 
want  to  set  up  a  local  LISC  operation.  I  understand  that  that  is 
changing,  and  hopefully  so.  The  Enterprise  Foundation  with  tax 
credit,  we  had  a  project  that  was  going  in  that  direction  but  one 
of  the  banks  backed  out.  Then  they,  because  of  their  timeframe, 
and  because  we  didn't  have  the  permanent  resolution  in  Congress 
of  the  tax  credit  back  then,  had  to  withdraw  because  otherwise 
they  would  lose  the  credit.  Now  I  understand  that  that  is  not  going 
to  be  the  case.  I  don't  know  if  it  did  pass,  permanently  the  tax 
credit,  I  think  that  would  be  a  help  because  then  we  could  work 
on  those  kinds  of  projects  and  we  can  work  with  time  as  opposed 
to  working  against  time. 

Chairman  Flake.  The  nature  of  my  question  is  just  the  reality 
of  them  having  capacity.  I  didn't  mean  LISC  particularly,  just  in 
the  broader  sense  that  there  are  a  number  of  groups  out  there  who 
have  already  developed  capacity  and  can  be  helpful. 

Mr.  Allende-Perez.  They  have  been  very  helpful. 

Chairman  Flake.  Pratt  is  good.  Pratt  uses  my  churches,  quite 
frankly,  as  one  of  its  community  development  models  for  the  per- 
sons in  their  internship. 

One  of  the  concerns  I  have  is,  I  keep  hearing  and  I  heard  it  in 
the  mayor's  testimony,  multifamily  units,  a  large  number  of  three 
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and  four  families.  These  are  older  houses,  so  that  they  are  what, 
turn  of  the  century? 

Mr.  Allende-Perez.  Yes. 

Chairman  Flake.  They  built  large  three-  and  four-family  units 
and  that  was  for  a  reason.  That  was  serving  a  population  to  be 
served  that  could  only  be  served  by  doing  multifamily,  so  that 
those  properties  are  now  outdated? 

Mr.  Allende-Perez.  No.  Again,  I  may  have  erred  in  my  presen- 
tation. What  has  occurred  is  that  you  had  these  large  homes  and 
row  houses,  turn  of  the  century,  they  were  meeting  the  needs  of  the 
population  at  that  time,  and  they  were  single-family  homes  at  one 
time.  They  then,  after  World  War  II  and  at  different  times  in  the 
economy  as  we  went  into  recessions,  and  as  always  will  happen, 
they  will  turn  into  two-  and  three-family  dwellings.  That  is  for  the 
large  majority  of  them,  because  we  do  have  four  families,  but  very 
few,  very  few. 

Chairman  Flake.  They  were  one  family  but  built  extremely 
large? 

Ms.  Carey.  Maybe  I  can  clarify. 

Chairman  Flake.  I  am  trying  to  get  a  picture. 

Ms.  Carey.  We  have  three  components  in  the  city  of  Newburgh, 
single-family  homes,  the  majority  of  which  are  in  tne  western  por- 
tion of  the  city.  We  have  three-  and  four-family  homes  that  are  pre- 
dominantly in  the  eastern-northern  section  of  the  city.  There  were 
many  single-family  homes  to  the  south  of  us  known  as  The  Heights 
that  have  been  turned  into  multiple  dwellings.  A  home  that  was 
meant  for  a  single-family  housing  up  to  21  people,  that  is  what  has 
been  found  on  inspection  in  some  of  these  areas  by  our  Code  en- 
forcement people. 

Chairman  Flake.  I  guess  I  am  trying  to  get  a  picture  of  the 
house.  We  are  talking  about  a  traditional  single  family  or  at  the 
turn  of  the  century  it  was  a  huge  house? 

Mr.  HiNCHEY.  Yes.  I  think  what  happened  in  many  instances 
was  that  there  was  a  time  when  many  of  these  houses  were  built 
that  this  was  an  area  of  great  prosperity.  Newburgh  was  an  open- 
ing to  the  main  transportation  artery  north  and  south  of  the  Hud- 
son River.  People  built  huge  houses.  Families  were  larger  then  and 
they  built  houses  that  were  large.  Over  periods  of  time,  because  of 
economic  conditions  or  because  of  simply  changing  hands,  people 
then  converted  those  large,  what  were  built  in  many  instances  to 
be  single-family  homes  for  large  families  into  multiple  dwellings. 
That  is  basically  the  kind  of  pattern  that  was  followed,  isn't  it, 
something  like  tnat? 

Chairman  Flake.  So  they  are  legal  multiples,  but  they  have  been 
over  the  vears  transitioned  into  that. 

Now  if  you  did  a  housing  program  now,  would  you  be  building 
singles  or  doubles? 

Ms.  Carey.  I  think  we  would  be  building  a  combination.  We  have 
an  increased  senior  citizen  population,  you  need  singles  and 
doubles. 

Chairman  Flake.  Speaking  of  senior  citizen  population,  are  you 
doing  any  202s? 

Ms.  Carey.  One  is  in  the  process. 

Chairman  Flake.  And  is  there  capacity 
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Mr.  Allende-Perez.  Let  me  say  that  the  mayor  is  saying  one, 
we  also  have  one  in  the  process,  so  it  might  be  two.  That  we  strict- 
ly look  at  202,  I  am  not  sure,  but  we  are  looking  at  senior  citizens 
for  one  particular  project  that  we  are  pursuing  now. 

I  think  the  issue  about  the  two-family  and  three-family,  and  so 
forth,  really  has  to  do  with  how  do  we  service  the  different  mar- 
kets. We  have  a  home  ownership  market,  a  working  class,  lower  in- 
come market  that  has  to  be  served.  We  have  a  renters  market  that 
has  to  be  served.  By  and  large,  what  we  have  now  by  evidence  of 
the  statistics  is  that  we  have  a  renters  market.  However,  how  are 
we  going  to  stabilize  neighborhoods,  how  are  we  going  to  improve 
nei^borhoods,  how  are  we  going  to  revitalize  a  city  is  by  bringing 
strategies  that  will  address  each  market.  Like  the  mayor  just  said, 
it  is  a  combination. 

So  what  looks  like  to  be  from  maybe  the  Federal  perspective  a 
deficiency  in  that — and  Fannie  Mae  talked  about  this  at  a  meeting 
last  week  here  that  the  Congressman  held  also — ^you  are  looking  at 
the  typical  single  family.  That  is  not  going  to  get  it  for  the  cities. 
So  what  we  need  to  do  is  combine  the  markets,  perhaps,  and  that 
is  what  we  are  looking  to  do,  looking  at  saying  you  make  a  home- 
owner and  then  you  have  a  rental  unit  that  will  help  the  home- 
owner financially,  at  the  same  time  it  will  rebuild  neighborhoods, 
and  at  the  same  time  it  will  stabilize  and  diversify  neighborhoods, 
which  is  very  important. 

Chairman  Flake.  That  seems  ideal.  In  most  cases,  in  your  mul- 
tiples now,  it  is  owner-occupied  and  a  renter,  and  you  should  talk 
to  Sonyma.  Through  my  church,  we  have  done  122  units  with  the 
owner-occupied  housing,  owner  in  attendant  upstairs  or  next  door, 
whatever,  and  I  think  that  is  one  thing  to  look  at.  It  is  not  Federal, 
but  there  are  some  State  monies.  I  know  they  got  a  budget  cut  so 
I  don't  know  what  they  are  doing  this  year,  but  if  we  can  find  ways 
to  do  some  regional  relationships  so  that  you  get  your  technical  ca- 
pacity. I  think  I  heard  you  testify  you  already  have  community  re- 
newal funds  from  the  State? 

Mr.  Allende-Perez.  No.  The  Community  Re-entry  Program  is  a 
very  unique  progp^am  that  we  established  with  the  Department  of 
Social  Services  for  permanent  housing  for  homeless. 

Chairman  Flake.  You  don't  have  any  DHRC  funds? 

Mr.  Allende-Perez.  No.  Well,  we  do  on  one  project  with  DHRC, 
but  I  have  to  tell  you  we  took  5  years  to  do  that  project. 

Chairman  Flake.  I  understand  that. 

Mr.  Allende-Perez.  Housing  trust  fund,  what  can  I  say.  We  are 
not  getting  any  additional  State  money  as  of  yet  for  housing  devel- 
opment. So  we  are  looking  at  home  ownership,  we  are  loolcing  at 
Fannie  Mae,  we  are  looking  at  Sonyma,  we  are  looking  at  HOME, 
we  are  looking  at  HOPE  3,  at  all  those  possibilities. 

I  think  you  are  right,  I  think  bringing  all  those  together  with  dif- 
ferent strategies  will  make  a  difference. 

Chairman  Flake.  I  would  like  to  work  with  Congressman 
Hinchey.  I  think  some  of  the  models  that  I  have  used  in  terms  of 
building  the  corporations  within  my  church  structure  are  some  that 
you  might  find  worthy  of  at  least  looking  at.  We  build  from  an  or- 
ganization that  is  about  a  $21  million  one,  doing  some  of  the  things 
you  do.  I  think  you  are  correct,  the  future  probably  is  not  exclusive 
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government  building,  but  a  lot  of  that  is  going  to  have  to  be  done 
through  501(c)(3)s. 

By  the  way,  we  are  marking  up  the  Community  Banking  bill.  We 
are  doing  that  bill  on  Wednesday,  and  hopefully  out  of  that  process 
we  will  provide  the  means  for  some  grassroots  access  to  capital. 
Part  of  my  portion  is  to  try  and  make  sure  that  it  is  not  another 
marginalizea  program.  In  other  words,  that  funds  are  available 
through  mainstream  banks  as  well  as  to  the  grassroots  gfroups  be- 
cause you  look  about  my  age,  so  if  you  lived  through  the  model 
cities  era,  you  know  what  wall  happen  if  all  you  do  is  set  up  a  gov- 
ernment program,  throw  money  out  there,  that  program  will  be  so 
mai^nalized  that  4  or  5  years  from  now  it  will  disappear.  I  am 
getting  a  big  fight,  but  the  reality  is,  I  have  what  I  call  "bank  en- 
terprise** which  means  that  we  set  up  some  of  those  community 
banks,  but  we  also  set  up  the  means  by  which  we  credit  existing 
financial  institutions  so  tnat  they  can  make  the  capital  available, 
because  that  is  where  most  of  the  money  is.  So  help  me  if  you  can, 
and  it  will  be  helpful  to  you. 

Mr.  Allende-Perez.  Absolutely. 

Chairman  Flake.  We  need  to  have  the  support  of  many  people. 

I  think  we  have  to  have  the  movement  from  redlining  to 
g^eenlining.  In  part,  it  is  not  just  changing  CRA  but  also  changing 
some  processes  of  incentivizing,  and  that  is  basically  what  I  am 
trying  to  do. 

Thank  you  very  much.  Good  testimony. 

Mr.  Van  Kleeck. 

STATEMENT  OF  PETER  VAN  KLEECK,  PRESIDENT,  PAWLING 

SAVINGS  BANK 

Mr.  Van  Kleeck.  Congpressman  Flake  and  Congressman 
Hinchey,  I  am  pleased  to  be  here  today  to  discuss  the  important 
issue  facing  Newburgh  as  well  as  other  cities  in  the  Hudson  Valley, 
and  I  will  read  my  testimony,  and  then  we  can  talk  later. 

I  am  president  and  CEO  of  the  Pawling  Savings  Bank  and  hold 
the  same  responsibilities  for  our  publicly  traded  holding  company, 
Progressive  Bank,  Inc. 

Pawling  Savings  Bank  was  organized  in  1870  and  operated  as  a 
mutual  thrift  institution  until  1984  when  it  was  reorganized  into 
the  State's  first  publicly  held  savings  bank.  The  bank, 
headquartered  in  Pawling,  nas  grown  from  1  office  serving  the  im- 
mediate surrounding  area  to  15  branches  serving  6  counties  in  New 
York  State. 

The  bank's  market  area  extends  from  the  Hudson  River  east  to 
Connecticut,  and  includes  Dutchess,  Putnam,  and  northern  West- 
chester Counties.  On  the  western  side  of  the  Hudson  River,  our 
market  includes  Orange,  Sullivan,  and  Ulster  Counties. 

Our  largest  base  is  in  Dutchess  with  eight  offices  followed  by 
three  in  Sullivan  County  and  one  each  in  Westchester,  Putnam,  Ul- 
ster, and  Orange  Counties.  This  is  where  we  are  today. 

From  its  inception,  the  business  of  Pawling  Savings  Bank  has 
been  primarily  to  attract  deposits  fi-om  the  general  public  and 
small  businesses  and  to  invest  these  funds  in  homes.  Today,  we 
make  80  percent  of  our  loans  in  one-  to  four-family  owner-occupied 
homes. 
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By  the  bank's  100th  anniversary  in  1970,  the  total  assets  stood 
at  $20  million.  By  1980,  assets  had  grown  to  $94  million,  and  spi- 
raled  upward  through  the  decade  until  1990  when  the  assets 
reached  $620  million.  In  April  1986,  Progressive  Bank,  Inc.,  a  bank 
holding  company,  was  formed  when  the  Ellenville  Savings  Bank 
was  acquired.  As  of  September  30,  1993,  the  bank  has  $635  million 
in  assets  with  $59  million  in  capital. 

Pawling  Savings  Bank's  aggressive  leadership  and  innovative 
marketing  has  provided  its  customers  with  services  and  programs 
that  have  led  the  banking  industry  in  New  York  State.  Pawling 
was  the  first  savings  bank  in  New  York  State  to  offer  checking 
services  along  with  VISA  debit  cards  and  other  services  for  small 
businesses. 

We  opened  our  branch  in  Newburgh  in  1986,  and  the  following 
year  our  Newburgh  Operations  Center,  employing  a  total  of  42  peo- 
ple. Since  that  time,  we  have  seen  the  branch  grow  to  a  modest 
size  of  $24  million,  or  4  percent  of  our  total  deposits.  We  are  one 
of  the  smaller  financial  institutions  in  the  Newburgh  area. 

The  decision  to  locate  our  branch  in  Newburgh  at  the  time  was 
based  upon  the  potential  growth  of  the  area.  The  Operations  Cen- 
ter is  located  in  the  center  of  our  market,  and  today  we  employ  80 
people  in  Newburgh,  20  percent  of  our  Orange  County  loan  port- 
folio is  in  the  city  of  Newburgh  proper. 

You  should  be  aware  that  our  bank  lost  over  $8  million  in  1990 
as  a  result  of  the  crash  of  the  speculative  home  building  and  the 
land  development  business  that  came  to  a  screeching  halt  from  an 
oversupply  of  inventory.  We  returned  to  profitability  in  1992,  earn- 
ing $4.2  million,  and  in  1993  we  expect  to  earn  in  excess  of  $6 
million. 

Our  involvement  in  community  lending  has  been  a  priority.  Since 
coming  to  Newburgh,  we  have  associated  ourselves  with  groups 
such  as  PODER  that  primarily  assists  the  Hispanic  community.  We 
have  financed  homes  with  permanent  mortgages  and  construction 
loans  that  have  been  taken  by  other  lenders.  These  efforts  have 
been  in  the  rehabilitation  of  the  older  housing  stock  in  the  city  of 
Newburgh. 

Our  bank  financed  the  renovation  of  an  area  known  as  Renwick 
Row  and  rehabilitated  a  building  that  now  has  a  15-unit  apartment 
complex  for  low-income  housing.  The  permanent  financing  was  ar- 
ranged by  the  New  York  State  Housing  Authority. 

In  addition,  another  project  known  as  Parmeter  Mews  was  fi- 
nanced by  our  bank  for  the  renovation  of  older  homes  to  be  con- 
verted to  low-income  units,  and  now  has  eight  apartment  units. 
This  was  completed  several  years  ago.  We  continue  to  work  with 
owners  of  property  to  assist  them  in  the  renovation  of  buildings  in 
Newburgh,  many  of  which  will  be  occupied  by  low-income  families. 

Our  bank  works  with  the  Mayor's  Commission  on  Excellence  in 
Planning  and  continues  to  assist  them  in  completing  a  proposal  to 
be  submitted  to  the  New  York  State  Housing  Finance  Agency  for 
a  rehabilitation  project  in  Newburgh  in  excess  of  $30  million. 
Should  this  become  a  reality,  it  will  have  a  significant  impact  on 
the  stabilization  of  property  values  in  the  city. 

I  would  like  to  bring  to  your  attention  a  letter  addressed  to 
banks  that  are  members  of  the  Federal  Reserve  System  by  Law- 
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rence  B.  Lindsey,  member  of  the  Board  of  Governors.  Mr.  Lindsey 
asked  us  to  review  our  experience  on  a  second  review  of  loans  re- 
jected in  connection  with  unfair  lending  practices,  particularly  in 
minority  lending. 

Our  bank  initiated  this  policy  in  November  1992.  All  minority 
mortgage  applications  which  are  rejected  from  the  initial  under- 
writing are  reexamined  weekly  by  the  bank's  Loan  Committee.  The 
committee  is  chaired  by  the  chief  lending  officer  and,  in  his  ab- 
sence, is  chaired  by  myself. 

Since  November  1992,  we  have  reviewed  14  minority  mortgage 
applications  that  were  initially  denied.  After  further  analysis,  six 
of  these  applications  were  approved,  with  one  having  been  with- 
drawn due  to  problems  with  the  real  estate  to  be  purchased.  It  is 
interesting  to  note  that  of  the  six  applications  that  were  approved 
after  a  second  review,  four  of  the  applicants  were  purchasing  prop- 
erty in  the  city  of  Newburgh. 

We  participate  with  a  number  of  banks  in  other  communities  in 
the  home  buying  initiatives,  and  have  committed  to  a  First  Time 
Home  Buyers  Program  in  the  city  of  Poughkeepsie  in  the  amount 
of  $500,000.  Under  this  program,  the  city  will  pick  up  the  closing 
costs  and  expenses. 

While  other  banks  are  basing  their  underwriting  guidelines  on 
that  of  Sonyma  and  the  3/2  Program  of  Fannie  Mae  which  requires 
private  mortgage  insurance,  our  participation  in  this  program  is  to 
attract  a  greater  share  of  the  market  by  not  burdening  the  bor- 
rower with  the  additional  cost  of  this  insurance. 

The  city  of  Poughkeepsie  also  has  a  HOME  Program  and  offers 
grants  of  up  to  $25,000  which  is  forgiven  if  the  owner  remains  in 
the  home  for  at  least  10  years.  There  is  also  assistance  to  cover 
closing  costs  and  our  approach  to  this  is  similar  to  that  of  the  First 
Time  Home  Buyers  Program. 

The  Dutchess  County  has  a  similar  program  with  certain  restric- 
tions as  to  the  buyer  requirement  of  being  employed  in  the  countv 
and,  along  with  otner  banks,  we  have  committed  to  lending  $1  mil- 
lion at  7  percent  fixed  rates  for  30  years  to  eligible  borrowers.  The 
buyer  must  have  3  percent  down.  However,  the  program  picks  up 
the  legal  costs  and  points  are  waived  by  the  participating  banks. 

The  Pawling  Savings  Bank  has  recently  begun  an  exciting  project 
in  Ulster  County  and  has  joined  forces  with  the  Rural  Ulster  Pres- 
ervation Corp.,  in  conjunction  with  the  New  York  State  Affordable 
Housing  Corp.  We  have  committed  $500,000  in  construction  financ- 
ing to  build  26  affordable  units.  Grants  are  given  in  the  amount 
of  $25,000  based  upon  a  purchase  price  between  $90,000  to 
$100,000.  After  the  owner  has  also  lived  in  the  unit  for  10  years 
the  grant  is  forgiven.  This  is  the  first  program  in  Ulster  County 
sponsored  by  the  New  York  State  Affordable  Housing  Corp. 

These  are  just  some  of  the  examples  of  how  banks  and  others  are 
committed  to  assisting  moderate-  to  low-income  housing  in  the 
Hudson  Valley.  Unfortunately,  in  some  cases,  there  is  a  lack  of  ap- 
plicants in  the  community  and  perhaps  we  should  revisit  the  eligi- 
bihty  requirements  which,  for  the  most  part,  are  80  percent  of  the 
median  income  of  the  county  or  city  in  which  the  project  is  located. 
Greater  efforts  must  be  made  to  work  with  community  groups  to 
explore  ways  to  attract  interested  buyers  and  owners. 
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The  Community  Bankers'  Association  of  New  York  State  an- 
nounced in  September  1993,  as  part  of  their  100th  anniversary 
celebration,  that  they  had  cataloged  our  industry's  involvement  in 
the  community  development  activities.  There  are  many  creative 
ways  that  banks  can  respond  to  the  housing  and  social  needs  of  our 
communities.  Some  of  these  I  have  already  outlined. 

In  1993,  our  industry  in  New  York  State  will  be  allocating  more 
than  $1  billion  toward  local  affordable  housing  and  community  de- 
velopment projects.  Pawling  Savings  Bank's  share  of  this  is  ap- 
proximately $5  million. 

There  are  many  social  and  economic  issues  facing  cities  such  as 
Newburgh,  Affordable  housing  is  just  one  of  these  where  the  com- 
munity banks  can  play  an  important  role  in  conjunction  with  com- 
bining the  efforts  of  public  and  private  sectors  to  make  home  own- 
ership a  reality.  We  need  assurances  and  support  from  the  State 
and  Federal  agencies.  New  approaches  with  private  and  public 
partnerships  can  be  successful  to  bring  about  change.  It  is  also  nec- 
essary that  we  bring  the  investment,  insurance,  and  mutual  fund 
industries  into  the  loop  to  support  these  efforts. 

Prudential  is  now  the  largest  single  mortgage  lender  in  Dutchess 
County,  The  securities  and  mutual  fund  industries  have  helped  de- 
plete the  personal  savings  in  banks  by  20  percent  since  1975. 
Pawling  Savings  Bank,  for  the  most  part,  serves  rural  communities 
but  does  actively  support  in  the  urban  communities.  We  are  com- 
mitted to  continuing  these  efforts. 

Our  bank  feels  that  each  institution  should  develop  its  own  com- 
munity reinvestment  plan  based  on  a  fair  assessment  of  its  commu- 
nity needs  with  input  from  responsible,  active  community  groups. 
Any  business,  strategic,  or  marketing  plan  should  be  for  at  least  3 
years  and,  thus,  the  community  reinvestment  plan  should  be  de- 
signed along  these  lines  with  annual  reviews  by  the  banks  and  reg- 
ulators as  part  of  their  periodic  examination. 

Pawling  Savings  Bank  has  an  active  board  of  directors'  Commu- 
nity Reinvestment  Act  Committee,  as  well  as  a  broad-based  Em- 
ployee Committee.  Both  participate  in  formulating  our  community 
reinvestment  programs.  Not  all  banks  or  communities  are  the 
same,  I  urge  you  not  to  overregulate  this  effort  with  conflicting  sig- 
nals from  State  and  Federal  agencies.  The  savings  bank  industry 
has  and  will  continue  to  support  the  intent  of  CRA. 

Thank  you  for  this  opportunity  to  be  with  you  today. 

[The  prepared  statement  of  Peter  Van  Kleeck  can  be  found  in  the 
appendix.] 

Chairman  Flake.  Thank  you  very  much,  Mr.  Van  Kleeck. 

I  guess  we  will  start  at  the  end  of  your  testimony;  that  is,  in  re- 
lationship to  community  reinvestment.  It  would  appear  on  the  sur- 
face that  you  have  done  a  good  job  in  this  area.  One  of  the  things 
that  is  discussed  in  the  various  groups  that  I  meet  with  is  whether 
or  not  they  find  community  reinvestment  lending  to  be  profitable, 
or  do  they  take  an  excessive  risk  and,  therefore,  bear  a  burden  of 
loss.  What  has  been  your  experience? 

Mr.  Van  Kleeck,  Well,  whenever  you  lend  money,  there  is  a 
risk,  there  is  no  question  about  that,  and  there  have  been  losses. 
I  think  the  losses  are  minimal.  I  think  some  of  the  problems  going 
forward,  as  you  will  find  with  our  institution,  as  with  others,  is 
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that  many  of  the  requirements  are  based  on  selling  products  in  the 
secondary  market.  So  we  have  to  find  ways  to  do  it  differently  if 
we  are  going  to  expand  that. 

Some  of  the  restrictions  in  that  are  fairly  severe.  I  think  the 
mayor  pointed  this  out,  and  so  did  the  gentleman  who  heads 
PODER.  There  are  elements  that  we  talk  about  on  one  side  but  are 
unable  to  deliver  on  the  other.  The  fact  that  we  have  a  number  of 
programs  that  are  available  is  fine,  but  we  are  not  finding  people 
to  take  advantage  of  that,  so  maybe  we  have  to  relook  at  that  as 
well. 

Chairman  Flake.  How  do  those  losses  compare  with  the  other 
LISC  loans  that  you  make? 

Mr.  Van  Kleeck.  Small. 

Chairman  Flake.  It  is  relatively  small  in  comparison? 

Mr.  Van  Kleeck.  I  have  to  go  back  to  the  days  of  the  late 
eighties  and  early  nineties,  and  they  were  huge.  Community  rein- 
vestment was  not  really  significant  and  still  isn't. 

Chairman  Flake.  One  of  the  things  you  suggest  in  your  testi- 
mony which  I  basically  put  into  my  legislation,  that  is  the  develop- 
ment of  a  3-year  community  reinvestment  plan.  I  have,  of  course, 
put  a  controversial  safe  harbor  provision  that  says  if  you  can  get 
to  an  outstanding  rating  over  that  3-year  period,  then  you  are  ex- 
cused from  a  community  protest  so  that  you  can  move  forward  and 
do  your  business  as  long  as  you  maintain  that  outstanding  rating. 

What  is  your  feeling  as  it  relates  to  that? 

Mr.  Van  Kleeck.  I  think  that  any  bank  that  is  going  to  do  busi- 
ness in  a  community  has  a  responsibility,  and  I  think  that  respon- 
sibility is  going  to  continue  as  long  as  it  is  looked  on  without  a  tre- 
mendous amount  of  burden. 

I  guess  in  my  testimony  I  referred  to  being  fair,  and  I  think  that 
is  really  what  banks  are  looking  at,  and  I  think  they  can  only  just 
do  so  much.  I  think  they  need  assistance  from  a  number  of  dif- 
ferent groups.  I  guess  I  would  say  that  the  Banking  Act  of  1991 
was  a  reaction  that  has  placed  a  lot  of  concern  with  a  lot  of  people 
in  our  business.  Although  it  is  called  the  Improvement  Act,  some 
of  us  think  a  little  differently  when  looked  at  from  the  eyes  of 
things  that  we  have  to  sign,  what  allegiances  we  have  to  make  our 
auditors  go  through,  our  directors  go  through,  and  our  employees. 
I  think  if  the  requirement  to  participate  in  the  community  is  looked 
at  as  being  fair,  I  don't  think  the  banks  have  a  great  problem  with 
that,  but  I  think  that  is  the  main  concern  that  we  are  having  with 
a  number  of  people,  including  folks  in  State  and  Federal  agencies 
that  are  discussing  what  the  next  phase  of  CRA  is  going  to  be. 

Chairman  Flake.  I  think  a  great  number  of  us  also  agree  that 
we  have  to  find  ways  to  relieve  the  burden,  regulatory  relief  I  think 
is  going  to  be  a  hot  issue.  It  is  a  hot  issue,  and  I  know  that  the 
OCC,  the  OTS,  the  Fed,  and  the  FDIC  have  been  traveling  the 
country  and  hoping  to  come  to  some  agreement  in  terms  of  how  we 
might  be  able  to  do  that. 

I  think  the  problem,  which  you  have  stated  in  your  testimony  is 
trying  to  get  one  fit  for  all  of  the  variances  in  the  marketplace  is 
going  to  be  extremely  difficult,  and  I  am  just  not  sure.  Hopefully, 
we  will  do  the  best  job  possible. 
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I  think  Eugene  Ludwig  over  at  OCC  is  doing  a  good  job  in  terms 
of  at  least  trying  to  be  the  point  person  to  bring  about  a  means 
that  works  for  the  majority  of  the  cases,  and  hopefully,  by  Wednes- 
day, once  we  do  the  basic  Community  Development  bill,  we  will  be 
able  to  address  some  parts  of  that  over  the  next  year.  I  agree  with 
you  that  there  is  a  need  to  do  it. 

The  other  thing  is,  I  was  at  the  Community  Bankers'  Conference 
last  week,  and  one  of  the  problems,  of  course,  is  that  those  insur- 
ance companies  and  nonbank  banks  who  are  in  this  market  have 
basically  reduced  your  business  to  where  you  are  doing  about  20 
to  40  percent  of  all  mortgages,  and  I  think  we  have  to  deal  with 
that  question  at  some  point. 

How  do  we  get  to  them?  I  don't  know  because  they  don't  have 
Federal  Deposit  Insurance.  But  the  reality  is  that,  in  my  opinion, 
to  drive  your  segment  of  the  funding  market  out  means  that  you 
don't  have  access  for  a  lot  of  the  other  people  that  the  other  testi- 
fiers here  suggest  we  need  to  make  more  opportunities  for.  We 
can't  do  it  without  most  of  these  local  banks.  To  hear  the  mayor 
talk  about  that  personal  relationship,  I  am  convinced  that  without 
this  segment  of  the  marketplace,  then  we  don't  have  that  ability  to 
even  have  that  relationship,  nor  do  the  character  loans,  which 
gives  us  a  leg  up. 

Let  me  commend  you  also  for  the  second  look.  We  have  argued 
a  lot  of  times  that  in  many  instances,  with  a  look  at  what  we  con- 
sidered to  be  creditworthiness,  and  people  who  are  living  hand-to- 
mouth,  not  being  able  to  develop  assets  but  have  a  credit  history, 
the  fact  that  they  are  paying  rent  on  time,  have  done  it  for  8,  10, 
12  years,  have  paid  their  water  bills,  their  gas  bills,  their  light  bills 
also  creates,  I  think,  a  market  for  the  banks,  if  they  look  at  it 
knowing  that.  If  those  people  are  paying  rent  and  everything  else 
on-time,  if  they  get  their  first  home,  they  will  do  what  my  daddy 
did,  and  that  is  work  two  or  three  jobs,  but,  by  God,  they  are  going 
to  find  a  way  to  make  it  happen. 

Mr.  Van  Kleeck.  True. 

Chairman  Flake.  Thank  you  very  much. 

Mr.  Hinchey. 

Mr.  Hinchey.  Thank  you,  Mr.  Chairman. 

Thank  you,  Mr.  Van  Kleeck.  The  more  I  learn  about  you  and  the 
way  that  Pawling  Savings  Bank  operates,  the  more  impressed  I 
am,  frankly.  I  think  you  nave  done  a  tremendous  job.  Frankly,  as 
one  who  represents  this  part  of  the  State,  I  feel  a  sense  of  gratitude 
to  you  and  to  the  other  members  of  your  board  and  the  manage- 
ment of  the  bank  for  the  contribution  and  commitment  that  you 
have  made  to  the  communities  here  in  this  area.  So  I  just  want  to 
commend  you  and  congratulate  you  on  that. 

You  moved  into  Newburgh  in  1986,  and  that  was  based  upon  an 
analysis  that  you  had  made  at  that  time  with  regard  to  the  future 
of  Newburgh. 

Mr.  Van  Kleeck.  Yes. 

Mr.  Hinchey.  Do  you  feel  positive  about  that  future  today? 

Mr.  Van  Kleeck.  I  think  we  probably  were  slowed  a  little  bit  for 
a  couple  of  years,  very  honestly,  in  moving  into  an  area  that  was 
new  to  us.  Some  people  think  that  Pawling  is  probably  on  the  other 
side  of  the  Himalayas  from  Newburgh,  and  I  think  our  plans  to  go 
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beyond  where  we  did  in  this  area  were  slowed  a  little  bit,  or  our 
attention  was,  I  guess,  diverted,  if  that  is  another  way  to  say  it, 
in  the  late  eighties. 

I  think  we  are  encouraged  by  some  things  that  we  see,  and  I 
think  we  need  to  get  back  to  that.  Very  honestly,  I  am  concerned 
about  a  number  of  things  in  the  Hudson  Valley  which  is  not  really 
why  we  are  here  today,  but  I  think  the  jobs  are  a  major  issue,  not 
only  in  the  urban  areas  but  in  the  rural  areas  as  well.  We  need 
to  look  at  markets  where  we  think  things  are  going  to  happen,  and 
we  would  like  to  think  that  Newburgh  and  Orange  County  is  still 
going  to  be  important  for  us,  and  we  think  it  will. 

There  are  a  number  of  organizations  in  this  area  that  I  think  are 
doing  very  well,  but  I  think  it  is  being  slowed  a  little  bit  by  what 
is  happening  in  our  State  and  the  surrounding  areas.  We  need  to 
work  harder  to  do  better. 

Mr.  HiNCHEY.  Yes,  unquestionably  that  is  true.  We  have  had 
some  hard  knocks  here  recently  in  the  last  couple  of  years,  and  it 
requires  all  of  us  to  concentrate  our  efforts  more  effectively.  I  think 
that  you  are  a  large  part  of  that,  and  I  think  that  you  are  an  exam- 
ple of  what  really  needs  to  be  done.  Again,  I  don't  want  to  keep 
dwelling  on  that,  but  I  am  really  impressed  with  the  work  that  you 
have  done,  and  I  appreciate  it. 

You  talk  about  the  grant  program  in  Poughkeepsie  and  another 
one  which  provides  for  a  giveback  of  the  grant  after  a  period  of  15 
years  in  one  case  and  10  years — ■ — 

Mr.  Van  Kleeck.  Ten  years  in  both. 

Mr.  HiNCHEY.  Ten  years  in  both  cases,  OK. 

What  is  the  origin  of  that,  can  you  talk  a  little  bit  about  how 
that  evolved? 

Mr.  Van  Kleeck.  These  were  programs  that  were  developed,  one 
by  the  city  and  one  by  the  county,  and  the  one  in  Ulster  County 
is  a  State  program.  The  formula  is  based  on  median  income  levels 
that  is  fairlv  complicated  in  nature,  but  it  does  work  once  you  find 
the  folks  who  find  a  need  and  want  to  relocate  or  have  the  ability 
to  fit  into  those  areas. 

I  think  the  mayor  talked  about,  how  do  you  track  that  for  10 
years,  and  that  is  true,  there  is  a  certain  scale  that  if  you  stay 
there  6  or  7  or  5  years,  obviously,  that  rebate  or  forgiveness  de- 
creases. But  if  that  involvement  can  be  developed  where  you  can 
get  participants  to  apply  that  want  to  move  and  have  the  incentive 
to  move,  I  think  it  is  a  very  worthwhile  program.  The  grants  are 
basically  monies  that  come  out  of  funds  that  have  been  set-aside 
for  this  that  have  been  developed  either  by  State  or  county  or  local 
agencies. 

Mr.  HiNCHEY.  In  those  two  cases,  are  they  State  funds? 

Mr.  Van  Kleeck.  The  ones  in  the  city  are  city  funds,  the  one  in 
the  county  is  county  funds.  The  one  in  Ulster  County  in  the  town 
of  Glasgow  is  State  funds. 

Mr.  HiNCHEY.  You  talked  also  about  perhaps  revisiting  eligibility 
requirements  that  now  are  80  percent,  I  believe  you  said,  of  median 
income  in  a  particular  community,  county,  or  city? 

Mr.  Van  Kleeck.  Right. 

Mr.  HiNCHEY.  Do  you  have  any  ideas  about  how  that  might 
change,  any  perspective  formula? 
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Mr.  Van  Kleeck.  I  think,  again,  it  depends  on  what  is  available 
from  the  standpoint  of  how  somebody  can  afford  to  underwrite  the 
cost  to  get  into  the  house  and  stay  in  the  house,  and  if  there  are 
funds  available  that  can  be  put  aside  to  offset  those  and  look  at 
them  a  second  time,  and  perhaps  take  that  eligibility  up,  let's  say 
90  percent  or  85  percent,  I  think  those  are  things  that  we  ought 
to  explore.  Just  to  say  that  80  percent  has  always  been  good  may 
not  be  the  right  way.  We  are  not  finding  a  number  of  people  that 
we  think  should  come  forward,  and  that  may  be  our  responsibility 
to  get  into  the  communities  and  talk  to  the  people  on  my  left  and 
have  some  more  ways  of  doing  it. 

I  think  that  the  conference  that  you  had  here  last  week,  I 
couldn't  stay  for  the  whole  conference,  but  they  talked  about  bring- 
ing in  literature  and  video  films  that  are  multilingual  and  having 
these  available  for  groups  to  understand  that  there  are  things 
available. 

Banks,  that  great  big  building  across  the  street  there  are  some- 
times formal  things  for  people  to  walk  in  and  talk  to  people  about. 
We  would  like  not  to  think  that,  but  in  reality,  it  is  not  the  case. 

Mr.  HiNCHEY.  They  are  intimidating. 

Mr.  Van  Kleeck.  They  are. 

Mr.  HiNCHEY.  That's  right. 

Mr.  Van  Kleeck.  Maybe  there  are  other  ways  we  need  to  do  it. 

Mr.  HiNCHEY.  The  more  you  need  the  institution,  the  more  in- 
timidating it  is. 

Mr.  Van  Kleeck.  That  could  be. 

Mr.  HiNCHEY.  But  it  is  comforting  to  know  that  there  are  people 
out  there  like  yourself  who  are  sensitive  to  that  and  are  trying  to 
deal  with  it  in  a  very  progressive  way. 

I  would  agree  with  you  also  on  CRA.  It  was,  I  think,  a  reaction 
to  a  particular  set  of  events  that  occurred  in  the  late  1980's  and 
one  might  argue,  perhaps,  an  overreaction,  and  I  think  that  we  are 
seeing  modification  of  that,  at  least  the  climate  seems  to  indicate 
that  there  is  a  need  for  modification.  I  think  that  that  is  the  direc- 
tion in  which  the  Congress  is  moving. 

Again,  let  me  thank  you  for  your  testimony,  for  being  here,  and 
for  your  work.  I  appreciate  it. 

Chairman  Flake.  Thank  you  very  much  for  the  entire  panel. 

Mr.  Van  Kleeck,  one  thing  they  do  in  the  city,  they  use  churches 
and  other  places  to  bring  Community  Nights,  and  that  is  just  an 
idea  that  might  be  explored  working  with  some  of  the  groups  avail- 
able because  you  are  right  a  lot  of  people  have  a  hard  time.  People 
go  by  banks  and  go  to  these  little  mortgage — I  don't  know  if  you 
have  these  little  mortgage  processors,  but  they  feel  the  bank  is 
going  to  turn  them  down  anyway,  so  they  go  there  first. 

Mr.  Van  Kleeck.  It  is  a  hand-holding  up  system  for  many  people 
to  get  through  that  process  of  understanding  what  it  is  and  getting 
through  sort  of  the  intimidation  aspect,  if  that  is  what  it  is  called. 
I  don't  know  how  else  to  describe  it. 

Chairman  Flake.  Yes,  sir,  Mr.  Perez. 

Mr.  Allende-Perez.  I  just  want  to  say  in  respect  to  CRA  that 
on  a  practical  level  it  would  be  more  than  just  housing.  I  think  the 
emphasis  has  been  housing,  but  I  think,  from  a  practical  point  of 


30 

view,  again,  that  bankers  or  lending  institutions  look  at  more  than 
housing,  go  beyond  housing  now.  I  think  it  is  real  important. 

Chairman  Flake.  Yes.  I  have  met  Fannie  Mae  and  Freddie  Mac, 
and  I  see  it  in  every  hearing.  That  is  the  problem,  to  do  the  hous- 
ing and  not  do  the  revitalization,  refurbishing,  rehabilitating  of  the 
commercial  strips  does  not  in  total  solve  a  comprehensive  problem, 
and  I  agree  wholeheartedly,  and  it  is  on  the  record  at  every  hear- 
ing I  go  to.  As  a  matter  of  fact,  I  brought  the  regulators  to  my  dis- 
trict so  that  they  could  see  what  could  happen  if  they  made  fiinds 
available  and  provided  a  secondary  source  to  purchase  those  notes. 

Thank  you  very  much. 

We  would  like  to  invite  our  second  panel  to  come  now.  Mr.  An- 
gelo  Vigna,  Mr.  David  Bomgaars,  and  Mr.  Roy  Priest.  We  have 
been  notified  that  we  have  votes  this  afternoon,  so  we  are  trying 
to  get  the  logistics  of  how  to  get  back.  Thank  you  very  much. 

We  would  like  at  this  time,  if  we  can  get  attention  in  the  rear, 
to  introduce  our  second  panel,  Mr.  Angelo  Vigna,  who  is  the  Re- 
gional Director  of  the  Northeast  Region  of  the  Office  of  Thrift  Su- 
pervision; Mr.  David  Bomgaars,  who  is  the  District  Administrator, 
Northeast  Region  of  the  Office  of  the  Comptroller  of  the  Currency; 
and  Mr.  Roy  Priest,  who  is  the  Director  of  the  Office  of  Economic 
Development  of  the  U.S.  Department  of  Housing  and  Urban 
Development. 

I  would  like  to  welcome  you  and,  of  course,  as  you  know,  Mr. 
Vigna  and  Mr.  Bomgaars,  we  have  had  Mr.  Fiechter  and  Mr.  Lud- 
wig  all  over  the  country  and  before  the  committee  on  numerous  oc- 
casions and,  of  course,  they  have  been  to  visit  my  district,  and  we 
are  trying  to  work  together  with  your  agencies  to  make  sure  that 
we  come  out  with  some  good  legislation  for  burden  relief  and  inter- 
state banking  and  all  the  other  issues.  So  I  am  happy  to  have  you 
here  focusing  on  the  problems  of  the  small  city  because  I  think  this 
is  important  to  us  and  for  you  to  take  the  time.  We  are  happy  that 
you  would  do  that. 

We  will  start  with  you,  Mr.  Vigna,  and  with  this  panel  we  will 
hear  from  all  three  of  you  and  then  we  will  come  back  for  question- 
ing so  that  we  have  more  control  of  trying  to  get  to  Washington. 

STATEMENT  OF  ANGELO  VIGNA,  REGIONAL  DIRECTOR, 
NORTHEAST  REGION,  OFFICE  OF  THRIFT  SUPERVISION 

Mr.  Vigna.  In  the  interest  of  getting  you  gentlemen  to  Washing- 
ton, I  will  not  read  my  testimony,  but  ask  that  it  be  included  in 
the  record  in  its  entirety. 

The  OTS  is  committed  to  ensuring  that  its  supervisoiy  policies 
do  not  have  the  effect  of  discouraging  savings  institutions  from 
making  sounds  loans  to  creditworthy  borrowers.  At  the  same  time 
as  the  primary  regulator  of  thrifts,  we  have  the  responsibility  to 
weigh  safety  and  soundness  concerns  as  we  modify  and  clarify  our 
credit  policies. 

The  OTS,  in  conjunction  with  the  Fed  and  the  OCC  and  the 
FDIC  have  been  working  on  implementing  President  Clinton's  ini- 
tiatives on  credit  availability  and  CRA  reform. 

What  I  would  like  to  do  is  just  highlight  several  of  the  initiatives 
that  OTS  is  taking  in  this  area.  First,  I  would  like  to  highlight 
what  we  have  been  doing  in  terms  of  reviewing  the  risks  and  re- 
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turns  for  community  lending.  We  have  been  trying  to  draw  from 
the  experience  of  thrifts,  banks,  and  others  to  review  the  risk  pro- 
file and  profitability  of  affordable  housing  lending  over  the  past 
several  years. 

Chairman  Flake.  Are  those  risks  northeast  or  you  are  doing 
just 

Mr.  ViGNA.  No,  this  is  national. 

Chairman  Flake.  OK 

Mr.  Vigna,  Looking  at  the  profitability  of  affordable  housing  over 
the  past  several  years,  identifying  particular  techniques  or  charac- 
teristics that  have  been  associated  with  successful  programs,  we 
hope  that  our  review  will  assist  us  in  understanding  and  evaluat- 
ing affordable  housing  lending  and  making  informed  and  intel- 
ligent regulatory  decisions  with  regard  to  such  lending. 

Examiner  training.  We  will  develop  a  specialized  pro-am  for 
safety  and  soundness  examiners  to  help  them  more  effectively 
evaluate  and  understand  affordable  housing  lending.  In  the  past, 
one  of  the  criticisms  we  have  received  is  that  we  have  told  institu- 
tions to  become  more  involved  in  affordable  housing  lending  and  we 
have  not  adequately  instructed  and  trained  our  safety  and  sound- 
ness people  in  terms  of  how  those  types  of  loans  should  be  evalu- 
ated from  a  credit  standpoint.  So  we  are  in  the  process  of  im- 
plementing a  substantive  training  program  for  our  safety  and 
soundness  examiners  in  affordable  housing  lending  as  well  as  our 
compliance  examiners. 

Regulatory  barriers.  We  are  continuing  to  look  and  to  identify 
regulatory  and  other  barriers  to  affordable  housing  lending  in  our 
regulations.  We  will  be  considering  measures  to  take  consistent 
with  safety  and  soundness  to  encourage  affordable  housing  lending. 
We  will  explore  methods  to  better  understand  the  affordable  hous- 
ing lending  performance  of  the  thrift  industry  using  the  HMDA 
data  and  other  tools  that  are  available  to  us  in  terms  of  recognizing 
adequate  and  outstanding  performances. 

One  area  that  we  have  put  a  great  deal  of  emphasis  on  is  con- 
sultation with  community  groups  and  the  industry.  We  have  been 
meeting  with  industry  and  community  groups  on  a  national  and  a 
regional  level  to  solicit  ideas  and  input  on  their  initiatives.  We  are 
very  much  interested  in  suggestions  and  reactions  from  all  who 
play  a  role  in  this  important  issue. 

To  coordinate  our  affordable  housing  initiatives  and  to  supple- 
ment our  CRA  and  fair  lending  efforts,  the  OTS  has  established  the 
new  position  of  community  affairs  liaison  in  each  of  its  five  regional 
offices.  This  position  is  responsible  for  directing  and  managing  com- 
munity outreach  efforts,  providing  technical  assistance  to  staff,  ex- 
amination personnel,  savings  association  management,  and  com- 
munity groups  on  community  reinvestment  and  fair  lending  issues. 

We  are  also  establishing  a  similar  position  in  Washington  to  co- 
ordinate the  work  of  the  regional  community  affairs  liaisons  to  de- 
velop and  disseminate  national  policy  on  a  community  reinvest- 
ment issues  and  to  work  with  community  organizations  on  the  na- 
tional level. 

Let  me  just  say  that  OTS  is  fully  committed  to  working  with  the 
other  Federal  regulatory  agencies  to  meet  the  President's  goal  of  a 
new,  more  effective  CRA  Program,  and  while  our  respective  leaders 
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have  appeared  before  at  least  Chairman  Flake  and  other  members 
of  the  subcommittee,  I  certainly  appreciate  the  opportunity  to  par- 
ticipate today  and  to  answer  any  questions  you  might  have. 

[The  prepared  statement  of  Angelo  Vigna  can  be  found  in  the 
appendix.] 

Chairman  Flake.  Thank  you,  sir. 

Mr.  Bomgaars. 

STATEMENT  OF  DAVID  A.  BOMGAARS,  DISTRICT  ADMINIS- 
TRATOR, NORTHEASTERN  DISTRICT,  OFFICE  OF  THE  COMP- 
TROLLER OF  THE  CURRENCY 

Mr.  Bomgaars.  Thank  you,  Chairman  Flake  and  Congressman 
Hinchey,  for  inviting  the  OCC  to  participate. 

As  you  know,  the  Comptroller  of  the  Currency  is  the  primary 
regulator  for  all  national  banks,  and  you  probably  also  know  that 
Gene  Ludwig  is  the  only  confirmed  Federal  financial  institution 
regulator  at  this  point.  He  has  been  very  active  in  certain  areas 
that  you  are  interested  in  and  the  city  of  Newburgh  should  be  in- 
terested in,  primarily  credit  availability,  CRA  reform,  and  also 
community  development. 

I  will  choose  just  to  highlight  my  remarks,  if  my  testimony,  could 
be  included  in  its  entirety  into  the  record. 

Chairman  Flake.  With  consent. 

Mr.  Bomgaars.  First,  talking  about  credit  availability,  and  I  did 
bring  along  some  pamphlets  that  I  left  at  the  table  and  which  the 
OCC  has  distributed.  We  have  taken  11  different  actions  in  this 
area.  In  the  past  5  to  6  years  with  safety  and  soundness  being  an 
issue,  there  are  a  number  of  concerns  that  bankers  and  community 
gproups  have  brought  to  the  Comptroller  of  the  Currency,  and  they 
are  concerns  primarily  as  to  how  we  examine  our  banks.  We  have 
78  national  bank  charters  in  the  State  of  New  York,  and  we  have 
approximately  600  examiners  throughout  the  district.  So  part  of 
our  problem  is  communicating  and  training  those  examiners  in 
what  the  policies  -of  the  OCC  will  be. 

We  did  take  action  where  we  have  clarified  the  definition  of  a 
criticism  of  assets  known  as  Special  Mention,  and  we  have  elimi- 
nated any  reference  to  inherent  loss  occurring  from  the  analysis  of 
that  credit.  We  no  longer  relate  those  loans  criticized  as  special 
mention  to  the  capital  of  a  bank. 

In  regard  to  real  estate  appraisals,  we  have  had  a  ruling,  a  pro- 
posed ruling  out  which  would  increase  the  level  of  credit  necessitat- 
ing a  certified  appraisal  from  $100,000  to  $250,000,  which  we  think 
will  be  of  benefit  to  the  smaller  community  banks. 

Gene  Ludwig  has  established  the  position  of  an  ombudsman. 
Sam  Golden,  is  an  established,  seasoned  national  bank  examiner 
out  of  our  Houston  office.  Bankers  who  take  exception  with  the 
findings  in  our  examinations  can  appeal  either  to  New  York,  in  the 
case  of  this  district,  to  me,  or  they  can  appeal  straight  to  Sam 
Golden  who  reports  directly  to  Gene  Ludwig.  Bankers  can  lay  out 
their  facts,  and  Sam  Golden  will  give  them  a  second  opinion. 

We  have  also  addressed  the  financing  of  other  real  estate  owned. 
When  banks  took  real  estate  in  a  foreclosure  in  the  past,  there 
were  a  number  of  obstacles  for  them  to  refinance  and  sell  that 
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property.  We  have  eliminated  those  obstacles  and  made  it  easier 
for  banks  to  sell  property  that  they  own. 

In  substance  foreclosure  we  have  eliminated  what  had  been 
known  as  the  performing/n  on  performing  credit,  and  now  banks 
only  report  those  credits  which  are  actually  in  foreclosure. 

We  have  instructed  our  examiners  in  evaluating  real  estate  loans 
to  use  fair  valuation  and  not  liquidation  values  as  we  may  have  in 
the  past.  We  have  also  allowed  banks  to  return  portions  of  credits 
that  have  been  placed  on  nonaccrual  to  accrual  status  so  that  a 
portion  that  is  now  performing  can  be  carried  as  a  performing  cred- 
it rather  than  the  entire  credit  being  on  nonaccrual. 

Last,  we  have  established  what  is  called  a  basket  of  no  docu- 
mentation credits  where  small  community  bankers,  if  they  want  to 
make,  I  think  Chairman  Flake  referred  to  it  earlier,  a  character 
loan,  and  the  documentation  isn't  there,  it  is  not  coming  or  it  may 
come  later;  bankers  can  put  this  loan  into  the  basket  and  our  ex- 
aminers will  not  criticize  those  credits  for  the  lack  of  documenta- 
tion. We  will  only  take  a  look  at  it  for  currency  of  payments  which 
gets  back  to  the  history  of  the  borrower,  tne  capacity  and  the 
character  of  making  those  payments  rather  than  the  paper 
documentation. 

The  second  phase  in  our  Credit  Availability  Program  gets  into 
our  review  of  all  of  the  laws,  rulings,  and  regulations  that  require 
recordkeeping  and  reporting  requirements  of  banks  and  to  reduce 
that  paperwork  and  allow  bankers  to  spend  more  of  their  time  ex- 
tending credit. 

In  the  area  of  community  development,  we  do  have  a  division, 
since  the  mid-1970's,  in  Washington  that  works  with  banks  that 
are  interested  in  investing  in  community  development  corporations 
or  projects,  investing  monies  that  would  create  an  interest  that  oth- 
erwise would  be  not  allowed  under  national  banking  law. 

We  have  a  ruling  out  as  of  last  July  for  opinions.  We  are  in- 
creasing the  percentage  the  small  community  banks  can  invest  in 
these  types  of  vehicles  5  percent  of  capital  and  surplus.  Also,  we 
have  gone  to  a  post  self-certification  application  rather  than  a 
preevaluation  before  the  bank  goes  ahead.  That  was  very  time  con- 
suming and,  in  many  cases,  it  took  as  much  as  6  months  before  our 
Washington  office  could  approve  some  of  these  investment  vehicles 
for  national  banks.  These  changes  should  be  effective  in  the  first 
part  of  1994. 

Last,  CRA  reform.  Gene  Ludwig  has  been  very  active,  and  he  has 
been  a  point  person  for  the  other  regulators  in  CRA  reform.  You 
have  mentioned.  Chairman  Flake,  the  seven  sessions  nationwide. 
He  has  participated  in  all  and  taken  a  number  of  tours.  He  antici- 
pates in  meeting  the  President's  requirement  to  announce  CRA  re- 
form by  the  first  of  the  year. 

We  are  looking  for  measurable  standards.  Right  now,  we  don't 
have  measurable  standards  for  our  examiners  to  use.  We  are  look- 
ing for  a  less  burdensome  exam.  Right  now,  we  look  for  documenta- 
tion rather  than  performance.  We  are  looking  for  better  public  ac- 
cess to  the  public  disclosure  to  the  evaluations  that  we  write  for 
banks  and,  last,  tougher  actions  that  we  might  take  against  banks 
that  are  persistently  receiving  the  unsatisfactory  and  needs  to  im- 
prove ratings. 
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As  with  the  OTS,  we  are  also  establishing  the  position  known  as 
the  community  outreach  officer,  who  will  meet  with  community 
groups.  Right  now,  our  examiners  do  that  when  we  conduct  CRA 
examinations,  but  given  the  timing  and  the  scheduling,  sometimes 
that  job  is  not  done  as  thoroughly  as  we  might  want  our  examiners 
to  do.  Therefore,  we  are  going  to  establish  a  special  position  which 
would  meet  more  frequently  with  outreach  groups. 

[The  prepared  statement  of  David  A.  Bomgaars  can  be  found  in 
the  appendix.! 

Chairman  Flake.  Thank  you  very  much. 

Mr.  Priest. 

STATEMENT  OF  ROY  PRIEST,  OFFICE  OF  ECONOMIC  DE- 
VELOPMENT,  DEPARTMENT  OF  HOUSING  AND  URBAN 
DEVELOPMENT 

Mr.  Priest,  Good  afternoon,  Congressman  Flake.  I  am  very 
happy  to  be  here  today.  I  feel  in  a  way  that  I  am  coming  home  be- 
cause when  I  first  started  with  HUD  in  1980,  I  was  Director  of 
HUD's  Buffalo  office.  Even  though  I  didn't  handle  Newburgh  be- 
cause it  is  Orange  County,  I  did  handle  a  large  number  of  the 
counties  in  New  York  State. 

I  got  the  opportunity  to  learn  about  the  practical  problems  that 
small  cities  confront.  They  are  very  much  similar  to  what  larger 
cities  have  to  experience  also.  So  I  am  glad  to  be  here  today.  Also, 
it  is  very  pleasant  to  be  here  because  if  this  was  not  here  in  New- 
burgh and  instead  in  Washington,  DC,  Andrew  Cuomo  would  be 
before  this  subcommittee.  So  I  am  very  happy  to  be  here  to  take 
advantage  of  this  opportunity. 

I  want  to  talk  a  little  bit  to  the  testimony  that  I  have  given,  also 
to  address  some  points.  I  regret  that  the  mayor  and  Mr.  Perez  have 
left  because  a  number  of  the  things  that  I  am  going  to  say  relate 
directly  to  the  issues  that  they  were  discussing  with  you. 

Chairman  Flake.  Mr.  Perez  is  either  watching  your  back  or  look- 
ing to  see  when  to  pounce. 

Mr.  Priest.  So  I  am  going  to  try  to  run  through  this  as  quick 
as  I  can.  The  concentration  of  low-  and  moderate-income  persons 
in  the  city  of  Newburgh  is  63.14  percent  based  on  the  1990  census, 
which  is  very  significant.  That  means  80  percent  of  Newburgh  resi- 
dents have  median  income  below  80  percent  of  the  median. 

The  city  has  been  a  metropolitan  city  for  the  purposes  of  HUD 
CD  Block  Grant  Program  since  1982  when  it  was  designated  as  a 
cocentral  city  of  a  new  metropolitan  statistical  area  as  a  result  of 
the  1980  census.  After  fiscal  year  1984,  the  city  lost  its  metropoli- 
tan city  status  but  has  been  grandfathered  each  year  through  legis- 
lative amendments.  I  am  quite  sure  the  mayor  wants  you  to  con- 
tinue to  do  that  because,  as  a  result,  the  city  is  able  to  get  a  direct 
appropriation  as  entitlement  community.  The  cumulative  amount 
of  block  grant  funds  the  city  has  received  is  $10,351,000.  This 
amount  includes  the  1993  grant  of  $1,060,000  which  was  awarded 
on  July  28,  1993. 

The  cities  are  required  to  submit  an  annual  grantee  performance 
report.  In  that  document  for  1992,  the  city  proposed  using  its 
money  for  economic  development,  single-family  and  multifamily 
residential  rehabilitation,  public  facility  improvements,  and  histori- 
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cal  preservation.  So  the  city  has  been  using  some  of  its  dollars  for 
housing  rehabilitation  and,  though  it  may  be  using  it  for  other 
things  related  than  just  direct  rehab,  it  could  be  other  infrastruc- 
ture things  that  are  related  to  rehab,  so  I  am  not  sure  of  the  specif- 
ics about  that. 

HUD  has  some  concern  that  we  have  been  working  with  the  city 
in  terms  of  their  reporting  and  management,  but  basically  the  city 
of  Newburgh  does  a  very  good  job  of  managing  its  Block  Grant 
Program. 

In  terms  of  other  programs  that  Newburgh  has  been  involved  in, 
it  certainly  has  been  a  major  player  previously  in  the  Urban  Re- 
newal Program,  and  also  the  Neighborhood  Development  Dem- 
onstration Program.  The  city  also  has  been  a  participant  in  our 
Section  108  Loan  Guarantee  Program.  They  have,  in  fact,  applied 
for  an  additional  grant  for  $1.5  million  for  fiscal  year  1992. 

The  city,  as  the  mayor  mentioned,  has  received  15  Urban  Devel- 
opment Action  Grant  projects,  and  for  a  city  of  its  size  that  is  sig- 
nificant. We  have  committed  about  $8.9  million  of  UDAG  dollars. 
Thev  have  leveraged  more  than  $30  million  of  private  investment 
in  the  city  of  Newburgh.  We  still  have  two  active  projects  that  we 
are  working  with  the  citv  to  try  to  get  completed,  and  I  am  very 
interested  in  working  with  the  mayor  on  a  number  of  points. 

One,  to  see  how  we  could  more  effectively  utilize  the  remaining 
UDAG  dollars  right  now  that  the  city  is  having  difficulty  using  to 
accomplish  some  of  the  things  that  the  mayor  want  to  do. 

Second,  I  would  like  very  much  to  avail  myself  to  her  to  work  to 
look  at  what  is  happening  in  the  performance  on  the  repayments 
of  the  other  13  grants  that  we  have  closed  out.  It  represents  poten- 
tially significant  dollars  because  the  way  the  UDAG  Program  was 
structured  in  most  cases  the  loan  is  to  be  paid  back  to  the  city.  We 
also  had  what  we  called  additional  kickers  in  that  there  was  some 
participation  on  increased  amount  of  profits  those  companies  made 
as  well  as  a  part  of  the  proceeds  if  the  property  was  sold  or 
transferred. 

So  I  don't  know  what  capacity  the  city  has  right  now  for  servic- 
ing its  loan  portfolio,  but  assuming  this  represents  a  significant 
amount  of  additional  dollars,  the  city  has  a  much  broader  capacity 
to  use  them,  even  the  Block  Grant  Program.  I  don't  know  if  they 
are  doing  it  in  the  area,  but  I  am  going  to  follow  up  after  this  ses- 
sion to  talk  to  the  mayor  and  see  wnat  we  can  do  to  be  helpful  with 
them.  I  also  administer  the  Urban  Development  Action  Grant 
Program. 

You  are  very  aware  that  the  Secretary  is  very  interested  in  look- 
ing at  a  successor  program  to  the  UDAG  Program.  There  are  a  cou- 
ple of  things  we  want  to  do.  We  want  to  get  away  from  the  down- 
town trophy  projects.  We  want  to  get  a  more  neighborhood-oriented 
program.  We  want  to  get  a  program  that  will  leave  some  capacity 
in  the  communities. 

In  the  previous  programs,  we  funded  very  few  projects  where 
there  is  a  partnership  between  the  private  developer  and  the  non- 
profit and  the  community.  We  want  to  encourage  that,  and  that 
will  be  the  centerpiece  of  a  new  designed  program  that  we  hope  in 
the  Department  to  make  available  through  the  1995  budget  proc- 
ess. So,  again,  we  will  look  to  working  with  you  in  terms  of  trying 
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to  help  frame  that  program  to  be  able  to  deal  with  some  of  the  is- 
sues that  the  mayor  and  Mr.  Perez  have  addressed  in  the  previous 
UDAG  iteration. 

As  is  mentioned,  the  city  has  not  participated  in  the  HOME  Pro- 
gram. Because  of  its  size  it  is  not  a  participation  jurisdiction. 
Therefore,  it  has  to  go  through  the  State,  and  the  State  allocates 
the  monies  that  are  given  to  it,  and  the  city  of  Newburgh  has  not 
been  fortunate,  for  whatever  reason,  to  have  received  any  of  those 
dollars. 

HUD  is  in  the  process  of  totally  revising  the  HOME  Program. 
When  Secretary  Cisneros  first  became  Secretary,  one  of  the  major 
programs  that  got  his  attention  was  the  HOME  Program  due  to  the 
fact  that  there  were  such  large  amounts  of  unspent  dollars  and  a 
small  percentage  of  expenditures.  When  he  became  Secretary,  actu- 
ally 2  percent  of  the  HOME  dollars  had  actually  been  expended  or 
drawn  down  at  that  time.  That  has  now  increased  to  almost  40  per- 
cent due  to  some  modifications  that  we  are  making  in  the  program. 

There  is  a  significant  amount  of  rewriting  of  regulations,  trving 
to  look  at  reducing  paperwork  and  making  the  program  more  flexi- 
ble and  more  user-friendly  for  communities  like  Newburgh,  to  be 
able  to  use.  So  I  am  hoping  that  Newburgh  will,  in  fact,  become 
more  aggressive  with  the  State.  Anything  we  can  do  that  can  help 
open  that  door,  we  will  be  more  than  happy  to  do  because  we  are 
working  with  the  city. 

Also  on  the  Section  202  Program,  a  question  was  asked.  While 
the  city  has  not  previously  received  funding  for  the  202  there  is, 
in  fact,  an  application  that  is  pending  in  HUD  right  now  for  the 
202.  There  were  new  appropriations  just  recently  approved  by  Con- 
gress that  should  provide  the  way  for  increased  202  funding  for 
this  year.  So  we  are  hoping  that  we  will  be  able  to  approve  a  sec- 
tion 202  allocation  for  the  city  of  Newburgh. 

We  are  also  undertaking  a  number  of  new  initiatives  that  we 
hope  the  city  will  avail  itself  of  One,  for  example,  as  I  mentioned 
earlier,  we  are  totally  revising  the  HOME  Program  regulations  and 
requirements  to  make  home  ownership  a  reality  as  opposed  to  what 
appears  to  be  just  a  promise  unfulfilled.  We  want  to  make  the 
HOME  Program  really  work  for  the  communities  and  so  we  can  use 
it. 

As  you  know.  Congress  has  just  recently  authorized  more  than 
$1.3  billion  for  the  HOME  Program  for  fiscal  year  1994,  and  the 
success  of  that  program  depends  upon  really  a  very  strong  mar- 
riage between  States,  communities,  and  lending  communities  to 
maKe  that  HOME  Program  really  become  a  reality. 

The  program  should  be  interesting  because  Congress,  as  you 
know,  waived  the  matching  requirement  for  fiscal  year  1993.  That 
has  not  happened  for  1994.  It  is  going  to  pose  a  new  requirement 
for  leveraging,  having  to  bring  in  matching  dollars,  and  that  is 
something  the  Congress,  along  with  the  Department,  should  be 
taking  a  look  at  as  we  look  at  the  expenditure  rate  for  the  program. 

We  have  developed  a  recent  partnership  with  the  AFL-CIO  to 
build  affordable  rental  housing.  We  are  going  to  issue  $100  million 
of  project-based  rental  vouchers  to  3,000  low-income  families  creat- 
ing a  market  for  affordable  housing.  The  union  will  then  invest 
$600  million  in  pension  funds  to  rehabilitate  existing  housing  and 
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build  new  housing  and  leverage  another  $500  milhon  from  private 
lenders  along  the  way.  Through  this  program,  we  expect  that 
12,000  apartments  will  be  rehabilitated  or  built  and  that  3,000  low- 
income  families  will  be  able  to  move  into  good  housing. 

Another  initiative  that  we  have  started,  called  the  National  Com- 
munity Development  Initiative  or  NCDI,  which  is  a  consortium  of 
seven  major  foundations  and  the  Prudential  Insurance  Co.  HUD 
has  $20  million  for  this  program  recently  approved  by  the  Con- 
gress, and  the  NCDI  will  be  contributing  another  $75  million  for 
this  initiative.  It  is  estimated  that  every  dollar  of  this  money  will 
leverage  approximately  $5  to  $8  in  the  community.  That  is  a  sig- 
nificant investment  of  new  housing,  again,  a  new  partnership  made 
with  the  pension  funds  that  we  have  been  working  with  for  a  num- 
ber of  years. 

We  nave  also,  through  a  directive  of  the  Secretary,  instructed 
Fannie  Mae  and  Freddie  Mac  to  earmark  billions  of  dollars  for  the 
profitable  government-sponsored  enterprises  for  low-income  hous- 
ing. While  the  Secretary  feels  very  strongly  that  that  effort  with 
Fannie  Mae  and  Freddie  Mac  needs  to  be  expanded  to  assure  that 
they  are  putting  more  of  their  investments  into  low-income  housing 
than  they  have  to  this  point,  he  has  given  them  a  major  benchmark 
to  be  achieved  this  year.  He  is  going  to  be  holding  them  account- 
able to  achieve  that.  So  that  is  going  to  be  a  major  new  initiative 
to  produce  some  additional  opportunities  for  secondary  financing 
for  low-income  housing. 

We  also  intend  to  fully  implement  section  3  of  the  Housing  Com- 
munity Development  Act  which  will  ensure  that  people  who  live 
and  reside  in  projects  where  there  is  HUD  money  involved  will 
have  the  opportunity  for  jobs,  for  job  training,  and  for  contracts, 
and  we  intend  to  fully  implement  section  3. 

We  also  intend  to  implement  a  new  program  we  started  last  year 
in  the  cities  of  Baltimore  and  Chicago  called  Step-Up.  This  is  an 
effort  to,  again,  get  low-income  persons  residing  in  public  housing 
the  opportunity  to  become  self-sufficient  by  allowing  them  to  enter 
into  preapprenticeship  programs  with  the  union  to  allow  for  them 
to  be  able  to  work  on  the  projects  where  HUD  is  expending  its 
money.  We  spend  more  than  $3  billion  a  year  in  public  housing 
modernization  around  the  country,  plus  an  additional  $3  bilhon 
that  goes  for  operating  subsidies,  and  these  monies  should,  in  fact, 
find  a  way  to  stay  in  these  communities,  and  this  is  one  initiative, 
through  Step-Up,  to  be  able  to  do  that. 

We  also  began  to  change  the  Section  108  Loan  Guarantee  Pro- 
gram. There  is  an  initiative  right  now  that  is  before  the  Congress 
called  the  Economic  Development  Initiative  which  will  take  UDAG 
recapture  funds  and  put  them  in  conjunction  with  the  Section  108 
Program  to  do  two  things,  one  to  provide  a  credit  enhancement  ve- 
hicle so  that  cities  are  protected  against  loss  of  their  future  block 
grant  funds  by  having  this  loan  loss  reserve,  and  second  to  write 
down  the  cost  of  financing  the  108  program.  That  has  been  ap- 
proved by  the  Senate  Banking  Committee  and  the  full  committee 
of  the  Senate,  and  we  are  waiting  for  actions  from  the  House  on 
that  program.  If  will  provide  a  way  to  leverage  the  $2  billion  of  au- 
thority that  is  out  there  in  the  Section  108  Program. 
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This  past  fiscal  year,  1993,  we  had  $2  billion.  Of  that,  we  only 
utilized  $375  million.  So  we  have  to  find  a  way  to  get  communities 
to  use  the  section  108  guarantee,  $2  billion.  We  actually  used  this 
year  $375  million,  and  that  is  the  largest  amount  of  108  funding 
ever  approved,  but  still  there  is  a  big  distance  between  $375  mil- 
lion and  $2  billion,  and  we  have  additional  appropriations  for  fiscal 
year  1994  for  $2  billion.  So  we  need  to  find  a  way  to  make  that 
money  actually  get  out  to  communities  and  work  to  do  housing  and 
community  development. 

We  also  want  to  work  with  the  regulators  relating  to  strengthen- 
ing the  CRA.  Most  of  our  programs  depend  upon  access  to  capital 
or,  for  those  who  are  borrowing  and  using  our  money,  to  have  cred- 
it and  capital  access  points.  So  we  want  to  work  very  closely  with 
those  regulators,  as  we  are  doing  now,  relate  to  community 
reinvestment. 

Also,  the  Secretary,  as  a  major  commitment,  intends  to  do  some- 
thing about  this  whole  issue  of  discrimination  in  housing,  and  has 
made  a  major  effort  in  that  regard.  As  you  recall  the  Secretary 
went  down  to  and  actually  took  over  the  housing  authority  because 
of  discrimination.  He  is  not  going  to  tolerate  that.  The  Department 
is  not  going  to  do  it.  We  are  going  to  step  up  aggressive  enforce- 
ment of  the  Fair  Housing  Law  to  make  sure  that  low-income  people 
have  an  opportunity  for  housing. 

Also,  let  me  mention  iust  a  few  other  things,  and  then  I  will 
close.  One  is  something  tnat  you  know  yourself  because  you  partici- 
pated in  a  White  House  forum  on  this  matter  on  the  empowerment 
zones.  The  Empowerment  Zone  Program  is  a  major  initiative  that 
we  hope  that  cities  like  Newburgh  will  take  the  opportunity  to  get 
invested  with.  It  provides  a  holistic  approach  that  looks  at  not  only 
housing  but  community  and  physical  improvements  as  well  as  com- 
munity efforts  that  are  needed  in  a  holistic  way  to  begin  to  bring 
resources  together. 

We  know  that  this  is  not  just  simply  a  housing  problem.  It  is  not 
iust  an  economic  problem  in  these  low-income  areas.  It  is  one  of 
health  care  and  day  care  and  adequate  transportation  and  ade- 
Quate  access  to  the  whole  range  of  resources  that  are  the  reasons 
Uie  problems  occur  in  these  neighborhoods.  So  we  have  to  address 
crime,  and  we  have  to  address  social  service  and  welfare  reform. 

So  the  empowerment  zone  represents  a  vehicle  to  be  able  to  do 
that.  The  Vice  President,  as  you  know,  sits  as  the  Chair  of  the 
Community  Enterprise  Board  that  was  created  by  the  President  as 
a  way  to  begin  to  orchestrate  all  the  Federal  agencies  to  begin  to 
look  at  empowerment  zones  and  enterprise  communities  as  viable 
ways  to  begin  to  reassess  the  problems,  to  restructure  the  way  we 
provide  our  dollars  to  these  communities,  provide  a  more  com- 
prehensive approach  at  both  the  city.  State,  and  Federal  level  to 
be  able  to  get  some  real  resolution  of  these  issues. 

Finally,  let  me  say  that  HUD  is  also  looking  internally  to  its  own 
systems  of  reducing  the  paperwork  for  making  our  programs  work 
more  efficiently.  We  are  looking  to  consolidate  programs  like  the 
Block  Grant  Program,  the  HOME  Program,  some  of  the  programs 
for  the  homeless  into  one  consolidated  planning  process.  First  of 
all,  so  that  we  can  eliminate  the  requirements  for  communities  to 
have  to  develop  community  housing  strategy,  a  home  plan,  a  pro- 
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gram  for  each  of  the  other  programs  related  to  the  homeless,  to 
have  one  consolidated  planning  document  that  satisfies  all  the  re- 
quirements and,  at  the  same  time,  reduces  paperwork  by  making 
many  of  our  programs  block  grant  instead  of  categorical. 

Some  of  those  things  are  happening,  and  let  me  just  mention  one 
last  program  that  we  are  administering  because  I  am  leaving  here 
and  going  to  Atlanta,  Georgia,  to  do  a  training  program  on  a  new 
initiative  that  HUD  is  running  called  Build  Youth.  Build  Youth  is 
a  new  program  appropriated  by  the  Congress  in  1993.  It  will  pro- 
vide monies  to  nonprofits  to  be  able  to  carry  out  programs  directed 
to  young  persons  16  to  24  years  of  age.  It  provides  three  basic  func- 
tions. Education,  because  the  program  is  geared  toward  school 
dropouts.  It  provides  leadership  development  training,  and  it  pro- 
vides training  in  the  construction  trade  area. 

We  have  two  types  of  grants  in  this  program,  $100,000  for  a 
planning  grant,  and  up  to  $1  million  for  an  implementation  grant. 
If  a  community  is  successful  in  getting  one  of  these  implementation 
grants,  it  would  also  be  in  a  position  to  use  those  dollars  to  carry 
out  an  empowerment  program  of  self-sufficiency  so  that  all  young 
people  don't  have  to  always  be  trained  to  work  with  someone  else 
but  can,  in  fact,  set  their  own  destiny  by  becoming  their  own  sub- 
contractors or  owners  of  supply  companies,  or  whatever  they  might 
want  to  do  related  to  this  field. 

So  these  are  some  of  the  things  that  HUD  is  trying  to  do.  As  you 
know,  there  is  a  very  aggressive  effort  going  on  on  the  part  of  the 
Secretary.  He  certainly  respects  the  support  he  has  gotten  from 
you,  Mr.  Flake,  and  other  Members  of  Congress  on  this  initiative, 
and  so  we  look  forward  to  working  with  you. 

[The  prepared  statement  of  Roy  Priest  can  be  found  in  the 
appendix.] 

Chairman  Flake.  Thank  you  very  much  and  thank  you  all  for 
your  testimony. 

I  am  going  to  start  the  questioning  with  Mr.  Hinchey,  but  just 
one  question;  the  Youth  bill,  is  that  direct  grant  or  what  is  your 
granting  procedure? 

Mr.  Priest.  That  will  be  a  direct  application  that  will  come  from 
the  eligible  applicant  which  could  be  a  nonprofit  or  community  de- 
velopment corporation  directed  to  HUD  and  they  will  be  funded  di- 
rectly by  HUD. 

Chairman  Flake.  Do  you  have  a  window  in  terms  of  time? 

Mr.  Priest.  It  is  out  right  now.  The  application  is  due  back  in 
to  us  by  January  7,  1994,  and  I  have  one  application  package  in 
my  briefcase  right  now  that  I  would  be  glad  to  read  to  leave  to  the 
city,  as  a  matter  of  fact. 

For  those  who  are  here  who  may  want  one,  certainly  let  me  know 
about  it  and  I  will  mail  it  out.  We  have  already  received  requests 
from  more  than  1,400  nonprofits  to  participate  in  this  program. 

Chairman  Flake.  Mr.  Hinchey. 

Mr.  Hinchey.  I  also  want  to  thank  you  all,  gentlemen,  very 
much  for  your  testimony  and  for  being  with  us. 

Mr.  Priest,  I  would  like  to  ask  you,  do  you  work  closely  with  the 
regulatory  agencies  to  try  to  ensure  credit  availability,  is  that  part 
of  the  responsibility  of  your  office  in  any  way? 
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Mr.  Priest.  In  my  office  directly,  yes,  we  do.  My  office  has  the 
responsibihty  for  administering  HUD's  CRA  Initiative.  We  work 
very  closely  with  the  Comptroller  of  the  Currency  and  also  Thrift 
Supervision,  the  Federal  Reserve  in  doing  a  number  of  initiatives. 
I,  myself,  personally  have  participated  in  a  number  of  training  pro- 

g'ams  funded  by  the  regulators  like  the  Federal  Reserve  or  the 
omptroller  of  the  Currency  on  training  programs  with  local  lend- 
ers and  that  kind  of  thing.  We  have  done  a  lot  of  those  kinds  of 
initiatives. 

Mr.  HiNCHEY.  Have  you  done  anything  like  that  in  this  part  of 
the  country? 

Mr.  Priest.  When  I  was  in  the  Buffalo  area,  we  did  a  major 
piece.  In  the  New  York  region  of  the  Federal  Reserve  Bank,  they 
have  a  group  which  was  made  up  of  all  the  regulators  that  meet 
on  a  monthly  basis  to  look  at  their  respective  roles  in  terms  of  pro- 
viding credit  and  capital  in  doing  new  initiatives.  I  used  that  entity 
regularly  when  I  was  up  in  the  western  part  of  New  York  to  do 
training  classes  to  actually  look  at  creating  new  lending  vehicles 
for  creating  a  match  between  bringing  in  their  banks  and  savings 
and  loans  into  meetings  with  them,  to  do  a  lot  of  that.  So,  in  that 
area  of  New  York,  I  know  I  started  that  and  it  is  still  going  on. 
I  am  not  sure  what  is  happening  down  in  the  New  York  region,  but 
I  would  imagine  the  same  kind  of  things  are  being  replicated  given 
the  experience  of  that  regulatory  body  in  New  York.  I  mean,  I  took 
advantage  of  it  and  it  worked  great. 

Mr.  HiNCHEY.  I  am  fully  impressed  with  your  energy  and  your 
approach  to  this  issue.  I  would  like  very  much  to  try  to  work  with 
you  to  engage  you  in  some  of  that  activity  here  in  the  Mid-Hudson 
region.  I  mink  there  is  a  need  for  it. 

Mr.  Priest.  I  would  be  happy  to. 

Mr.  HiNCHEY.  You  mentioned,  and  I  wasn't  clear  exactly,  but  in 
the  early  part  of  your  testimony  I  thought  I  heard  you  say  that  80 
percent  of  the  population  here  was  under  the  80  percent  median  in- 
come for  eligibility;  is  that  accurate? 

Mr.  Priest.  Yes.  I  think  63.14  percent  of  the  population  in  New- 
burgh  is  below  80  percent  of  the  median  income  for  the  metropoli- 
tan area. 

Mr.  HiNCHEY.  So  then  it  shouldn't  be  very  difficult  to  locate  peo- 
ple who  are  eligible  for  this  program  in  this  community? 

Mr.  Priest.  No.  In  fact,  the  reason  that  Newburgh  was  so  suc- 
cessful in  the  UDAG  Program  was  because  they  had  such  great  im- 
pact and  distress  numbers.  So  they  were  very  competitive  for  a 
community  its  size  on  a  national  level  because  they  had  these 
kinds  of  distress  numbers.  So  they  should  have  no  difficulty  what- 
soever being  competitive  related  to  any  of  the  programs  existing  or 
new  that  we  are  doing  in  housing.  Certainly,  given  the  HOME  Pro- 
gpram,  they  should  be  a  major  player  in  that. 

Mr.  HiNCHEY.  How  do  we  work  with  the  banks  to  give  them  the 
ability  to  reach  out  to  these  people.  We  talked  a  few  minutes  ago 
about  the  intimidation  factor,  the  fact  that  people  who  need  the 
help  the  most  are  often  the  most  intimidated,  least  likely  to  walk 
into  a  bank  and  say,  "I  think  I  meet  your  requirements." 

First  of  all,  they  don't  know  what  the  requirements  are. 
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Mr.  Priest.  I  think  there  are  a  number  of  things.  I  think  that 
banks  need  to  do  a  greater  job  of  doing  some  outreach  themselves. 
They  need  to  make  the  community  understand  that  they  are,  in 
fact,  user-friendly  clients,  that  we  can  form  partnerships,  and  let 
them  be  aware  of  the  different  resources  that  are  available  in  the 
bank.  It  is  more  than  having  a  community  reinvestment  officer  and 
a  community  reinvestment  plan. 

We  have  the  same  problem  in  Washington.  We  have  so  many  of 
these  programs  that  we  talk  about  that  the  community  never 
knows  about  because  we  don't  have  a  very  effective  outreacn  mech- 
anism. The  same  thing  happens  at  the  local  level. 

We  are  doing  a  lot  of  things  that  have  been  spoken  about  from 
the  two  speakers  before  me  related  to  helping  banks  reshape  an 
awareness  that  lending  to  low-income  people  can  be,  for  the  banks, 
a  very  profitable  cost  center.  Every  bank  that  has  ever  done  this 
has  shown — American  Security  in  Washington,  DC,  has  one  of  the 
largest  portfolios  in  the  country  and  is  doing  this  kind  of  lending 
very  successfully. 

So  it  may  be  perceived  to  be  high  risk  because  we  are  dealing 
with  people  who  don't  have  collateral  and  don't  have  credit  and 
don't  have  cash,  and  many  who  have  questionable  character  but, 
nevertheless,  when  you  give  them  the  right  kind  of  support  system, 
the  bank  can  offer  it.  It  can  offer  not  only  just  cash  and  credit,  it 
can  offer  a  great  deal  of  counseling,  and  mentoring  to  small  busi- 
nesses who  want  to  borrow  money  from  them.  That  is  the  whole 
part  of  the  CDFI  piece  in  creating  a  partnership  between  the  com- 
munity-based structure,  potential  borrower,  and  the  lending  com- 
munity. That  partnership  can  work  if  we  begin  to  dialog  in  a  dif- 
ferent way  than  we  have  up  to  now. 

Mr.  HiNCHEY.  I  am  intrigued  by  the  prospect,  but  even  more  so 
by  the  fact  that  it  is  not  happening  to  a  large  degree.  So  there  is 
something  that  we  are  not  doing,  and  I  am  not  sure  what  it  is,  but 
maybe  it  is  involving  the  Comptroller's  Office  and  OTS  more  di- 
rectly in  working  with  the  banking  institutions  to  have  them  create 
these  programs  as  part  of  the  responsibility  under  CRA,  for  exam- 
ple, and  the  other  Federal  laws  that  relate  to  this. 

Mr.  Priest.  I  think  we  need  to  learn  how  to  tell  our  stories  a  lit- 
tle bit  better.  I  think  there  is  a  lot  going  on  in  the  commercial  mar- 
ket in  terms  of  banks  and  savings  and  loans  around  community  re- 
investment types  of  projects,  but  it  is  not  told  to  a  larger  universe. 
I  mean,  it  doesn't  get  to  your  informational  level.  It  doesn't  get  to 
ours,  necessarily,  and  so  it  doesn't  get  down  to  the  community 
sometimes.  So  I  think  we  need  to  create  something  similar  to  the 
concept  of  a  job  fair.  You  need  to  have  a  commercial  lending  fair 
where  we  have  commercial  lenders  get  together  with  the  commu- 
nity and  interface  with  them,  sit  down  across  the  table  like  we  are 
doing.  That  doesn't  happen. 

Even  now  banks  have  become  more  of  a  barrier  to  relationships 
in  that  you  walk  into  every  bank  and  you  have  to  stand  behind 
glass  to  transact  business.  That  doesn't  create  an  environment  for 
someone  who  is  already  threatened  by  the  institution  to  go  in  and 
want  to  do  anything.  So  we  have  to  begin  to  break  down  those 
kinds  of  imagery  barriers  as  well  as  the  real  ones  about  capital  and 
credit  access. 
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Mr.  HiNCHEY.  You  mentioned  also  the  Section  108  Loan  Guaran- 
tee Program,  $375  million  utilized  out  of  a  potential  $2  billion. 

Mr.  Priest.  Yes. 

Mr.  HiNCHEY.  That,  obviously,  is  a  fascinating  set  of  numbers. 

Mr.  Priest.  Let  me  explain  that  to  you.  Prior  to  last  year,  the 
largest  amount  of  appropriation  for  the  Section  108  Loan  Program 
had  been  $150  million. 

Chairman  Flake.  Will  you  yield  for  a  minute  so  that  we  get  it 
for  the  record,  would  you  describe  what  the  program  does  first,  and 
then  respond  to  it? 

Mr.  Priest.  The  Section  108  Loan  Program  is  a  program  that  is 
available  to  entitlement  communities  and  the  State.  The  State  or 
the  entitlement  communities  can  come  in  and  can  access  up  to  five 
times  the  amount  of  their  entitlement  grant  that  can  be  used  to 
carry  out  a  variety  of  eligible  basically  block  grant  activities  from 
housing  rehabilitation  to  economic  development  to  doing  infrastruc- 
ture development.  It  is  designed  to  be  an  economic  development 
tool  that  essentially  has  some  of  the  same  characteristics  in  terms 
of  eligibility  of  Block  Grant  Program  but  is  a  lot  more  dynamic.  It 
can  be  used  for  larger  real  estate  projects. 

For  example,  most  communities,  because  of  the  process  for  the 
Block  Grant  Program,  don't  have  large  amounts  of  capital  they  can 
put  to  any  one  project.  So  here  is  a  108  Loan  Program  that  you  can 
access,  again,  five  times  the  amount  of  your  entitlement.  So  the 
city  of  Newburgh  which  has  a  grant  of  $l-plus  million  could  have 
$5  million  of  additional  108  borrowing  capacity  that  it  could  make 
available  to  projects. 

What  happens  is,  a  block  grant  is  used  as  security  for  the  repay- 
ment of  the  108,  which  is  a  private  issue  bond  out  in  the  private 
market  where  investors  buy  the  bonds,  and  they  have  a  debt  re- 
quirement to  repay  that.  That  is  the  cost  that  goes  to  the  commu- 
nity for  its  additional  borrowing.  They  can  use  this  money  up  to  20 
years.  The  rates  of  interest  are  charged  to  the  Treasury  rates 
which  are  now  about  6.75  percent,  which  is  the  cost  of  using  108. 
Again,  20-year  financing. 

Some  of  these  modifications  just  became  available  as  a  result  of 
the  1992  Housing  Act.  Prior  to  1992,  a  community  could  only  get 
three  times  the  amount.  They  could  only  use  it  for  short  term,  up 
to  about  8  years,  so  it  wasn't  a  very  attractive  vehicle.  But  with 
the  expansion  of  the  program  to  allow  States  to  participate,  extend- 
ing the  term  of  credit  to  20  years,  and  five  times  the  amount,  this 
is  a  tremendous  tool. 

Again,  we  recognize  that  one  of  the  reasons  why  it  has  not  been 
used  more  is  because  communities  are  afraid  to  put  their  future 
block  grants  at  risk,  which — this  is  a  very  personal  expression  right 
now — which  I  think  is  crazy,  because  of  the  fact  that  there  is  no 
commitment  on  the  part  of  the  government  to  give  them  a  lifetime 
commitment  of  block  grants.  If  Congress  doesn't  appropriate  any 
money  next  year  for  the  Block  Grant  Program,  the  full  faith  and 
credit  of  the  U.S.  Government  stands  behind  the  section  108,  not 
the  city  of  Newburgh,  or  the  city  of  Detroit,  or  the  city  of  Gary, 
Indiana.  It  is  the  Federal  Government. 

The  other  one  has  been  information.  Communities  are  just  not 
aware  of  this  as  a  tool.  We  are  going  to  be  doing  some  outreach 
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training  around  the  country  over  the  next  30  days,  or  the  next  30 
to  60  days,  on  educating  communities  about  how  to  use  these  tools. 

Part  of  the  other  problem  is  the  fact  that  we  are  finding  increas- 
ingly that  a  lot  of  elected  officials  who  are  responsible  for  ulti- 
mately approving  the  submission  of  the  application  don't  under- 
stand the  pro-am.  So  unless  we  educate  local  elected  officials  as 
well  as  CD  directors  and  nonprofits,  again,  you  could  create  an- 
other approval  barrier  there.  So  we  have  to  deal  with  the  whole 
broad  educational  system  to  make  these  programs  work.  We  have 
a  great  tool  here  that  could  work. 

Chairman  Flake.  If  you  will  yield  to  me  for  a  question? 

Mr.  HmcHEY.  Yes. 

Chairman  Flake.  If  we  restructured  the  program  so  that  it  is  not 
all  tied  to  States  and  communities — in  other  words,  these  are  not 
direct  grants  to  nonprofits? 

Mr.  Priest,  No,  they  are  not.  The  nonprofit,  if  they  are  inter- 
ested in  using  the  section  108,  has  to  go  through  the  city  and  the 
city  has  to  become  the  applicant  for  the  funds. 

Chairman  Flake.  Perhaps  we  can  talk,  maybe  we  need  to  look 
at  some  means,  if  we  are  going  to  have  $1.7  billion  in  funds  that 
are  unused,  maybe  we  need  to  look  at  some  other  areas  where  it 
would  be  used.  Beyond  this,  maybe  in  the  next  week  or  so,  we  can 
really  get  into  what  we  might  be  able  to  do  legislatively,  or  what 
you  may  be  able  to  do  within  your  own  regs  to  make  it  work. 

If  you  would  look  at  that  for  me,  then  I  will  have  Maureen  give 
you  a  call  and  we  will  try  and  work  it  out. 

Mr.  Priest.  I  will  be  happy  to. 

Chairman  Flake.  Go  on, 

Mr.  HiNCHEY.  Mr.  Priest,  you  said  you  were  going  to  follow  up 
with  the  mayor  on  some  of  those  issues. 

Mr.  Priest.  Yes,  I  will  do  that, 

Mr,  HiNCHEY,  I  would  like  to  keep  in  touch  with  you  on  that  as 
well.  Also,  I  get  the  sense  that  there  may  be  some  need  to  be  more 
aggressive  with  the  State  in  terms  of  its  application  and  use  of 
these  programs,  particularly  in  areas  like  Newburgh,  Do  you  have 
anv  experience  with  that  that  you  would  care  to  comment  on  for 
us? 

Mr,  Priest.  Yes,  I  have  had  a  lot  of  experience  with  the  State 
of  New  York  having  been  here  before,  and  it  is  very  tedious,  as  you 
all  know,  that  the  State  of  New  York  is  the  only  State  where  HUD 
is  still  administering  the  Small  Cities  Program  on  behalf  of  the 
State,  Every  other  State  is  administering  it  directly  themselves.  It 
is  because  of  situations  in  New  York  that  it  is  the  only  State  where 
we  are  still  administering  this  program. 

Under  the  HOME  Program,  the  same  experience  we  are  having 
is  that  the  State  has  not  done  a  very  effective  job  in  education,  out- 
reach, and  training  to  the  eligible  jurisdictions  about  the  program, 
and  so  for  that  reason  I  think  there  has  been  an  underutilization 
when  New  York  State  gets  a  significant  amount  of  dollars  for  the 
HOME  Program  that  it  should  be  utihzing. 

Again,  there  have  been  some  problems  with  the  design  of  the 
program,  as  Mr.  Perez  mentioned,  and  the  mayor  said  something 
about  it  as  well.  We  are  looking  at  those  kinds  of  changes  that 
need  to  be  made  to  the  regulations.  To  the  extent  that  communities 
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have  reactions  to  that  on  how  we  can  make  that  happen  more  effi- 
ciently, we  are  certainly  willing  to  listen. 

Again,  the  State  is  a  very  interesting  entity  to  deal  with  here, 
and  communities  have  to  learn  how  to  use  their  power,  their  posi- 
tion, and  their  need  to  get  more  effective  participation  from  the 
State. 

Mr.  HiNCHEY.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Flake.  That  was  excellent.  You  sound  like  a  politician. 

Mr.  Priest.  I  am  a  Priest. 

Chairman  Flake.  I  love  it. 

We  don't  want  to  exclude  OCC  and  OTS  from  this  discussion.  Ob- 
viously, we  have  been  involved  so  much  with  Mr.  Ludwig  and  Mr. 
Fiechter  that  much  of  your  issues  we  have  on  the  table.  I  think  we 
are  working  together,  and  with  the  great  joy  of  seeing  the  four  reg- 
ulatory bodies  coming  together  as  often  as  they  have  been,  which 
is  something  that  we  had  not  seen  previous  to  this  Presidency, 
which  is  a  good  move  for  us. 

Hopefully,  as  we  move  through  this  community  development 
process,  they  will  continue  to  not  only  grow  closer  together  in  terms 
of  coming  out  with  the  uniformity  of  policies  as  it  relates  to  how 
banks  are  regulated,  but  also  continuing  that  process  of  assuring 
that  we  do  get  monies  into  these  communities  that  currently  are 
overlooked. 

One  of  the  problems,  Mr.  Priest,  that  the  mayor  did  allude  to 
was,  in  some  of  the  programs,  the  amount  of  red  tape  for  a  small 
city  trying  to  work  through  that  process.  I  am  not  sure,  it  seems 
to  me  that  at  some  point  we  dealt  with  this,  maybe  in  some  legisla- 
tion, maybe  in  1988,  that  we  dealt  with  this  whole  question  of 
building  technical  capacity  through  HUD  to  deal  with  such  prob- 
lems, and  I  can't  remember  the  exact  date.  Is  that  a  fact  that  we 
have,  in  fact,  tried  to  resolve  that  problem,  or  is  that  still  a  prob- 
lem that  makes  a  city  like  this  be  precluded  from  basically  making 
the  application  because  they  don't  have  technical  capacity? 

Mr.  Priest.  That  is  still  a  problem  in  many  ways.  In  1992,  what 
Congress  did  was  to  allow  HUD  to  utilize  UDAG  recapture  funds 
to  begin  to  train  its  staff  to  be  more  knowledgeable  and  aware  of 
economic  and  community  development  initiatives  so  that  they  can, 
in  fact,  be  greater  assets  to  these  communities. 

The  Secretary  has  committed  himself  to  making  sure  that  we  use 
our  field  staff  in  a  different  way  than  we  have  heretofore.  He  has 
been  saying  to  our  staff  internally  that  instead  of  this  positioning 
that  we  have  had  in  the  past  of  going  into  communities  merely  to 
monitor  them  and  to  say  what  they  are  doing  about  not  complying 
with  the  regulations,  he  wants  them  to  go  there  as  technical  assist- 
ance providers,  to  work  with  them  from  the  first  instance  that  they 
receive  a  grant,  to  make  sure  that  they  do  it  right.  Don't  wait  until 
it  occurs  to  catch  them  and  say,  "Well,  we  have  got  you." 

That  is  going  to  take  a  different  approach.  We  need  to  train  the 
HUD  staff  in  a  different  way.  We  need  to  provide  additional  re- 
sources for  the  staff  to  be  able  to  get  out  more  effectively  with  the 
communities.  Because  of  resources  right  now,  many  of  the  HUD 
people  who  are  located  right  in  New  York  City  don't  get  to  New- 
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burgh  because  they  don't  have  enough  money  to  spread  around  to 
the  whole  service  areas  that  they  have  responsibihty  for. 

So  it  requires  some  reallocation  of  resources,  some  reprioritizing, 
and  some  changing  of  functional  responsibilities.  That  is  what 
needs  to  happen,  and  the  Secretary  is  very  keenly  aware  of  that. 
I  think  that  is  going  to  happen. 

I  can  tell  you  it  works.  When  I  was  up  in  Buffalo,  New  York,  I 
had  worked  in  the  District  of  Columbia  government  before,  and  so 
I  had  a  relationship  with  HUD.  I  said,  if  I  ever  get  a  chance  to, 
I  am  going  to  change  the  way  HUD  does  its  business  with  cities. 
So  when  I  went  to  HUD  in  Buffalo,  I  said  to  my  staff  that  I  went 
out  on  several  occasions  with  that  when  you  write  a  25-page  mon- 
itoring report  and  cite  the  city  for  all  these  violations,  it  is  not  an 
indictment  of  the  city,  it  is  an  indictment  of  you.  It  says  you 
haven't  done  your  job,  that  you  haven't  given  the  city  the  kind  of 
support  that  they  need  to  understand  our  regulations  and  require- 
ments. 

My  staff  heard  that  enough  that  by  the  time  I  left  Buffalo,  5 
years  later,  there  is  a  whole  different  relationship  between  HUD 
and  its  clients.  Right  now,  today,  I  think  that  is  the  case.  It  comes 
from  the  leadership,  and  I  think  with  Cisneros  taking  that  kind  of 
position  that  you  will  begin  to  see  HUD  having  a  different  role 
with  the  Newburghs,  and  especially  these  small  cities  that  need  it 
more,  in  some  cases  more  than  the  larger  cities,  because  they  have 
less  resources  available  to  them  than  some  of  the  larger  cities  have 
at  this  time.  So  I  think  we  are  moving  in  that  direction,  and  it  is 
going  to  take  a  lot  of  rethinking. 

It  also  takes  us  to  reduce  this  paperwork.  That  is  a  really  key 
process.  When  communities  can't  use  our  programs  because  either 
they  don't  understand  the  regulations,  or  we  have  so  much  paper 
for  them  to  comply  with  that  they  don't  get  the  job  done  from 
spending  all  their  money  on  administration  to  administer  the  pa- 
perwork flow,  something  is  wrong.  So  we  are  taking  a  close  look 
at  that  and  I  think  you  are  going  to  see  through  the  consolidation 
of  these  programs,  the  changing  of  this  planning  requirement,  that 
we  are  looking  at  doing,  that  we  are  going  to  begin  to  see  some  dif- 
ferences being  made. 

The  other  thing  that  seems  to  happen,  I  am  speaking  about 
HUD,  this  has  to  change  across  the  whole  government.  I  am  hoping 
that  one  thing  that  comes  out  of  this  empowerment  zone  process 
through  the  Community  Enterprise  Board  chaired  by  the  Vice 
President  will  be  a  total  look  at  the  government,  a  total  look  at  the 
way  we  administer  our  programs  through  regulations,  and  really  a 
major  effort,  in  partnership  through  with  the  Congress,  to  reduce 
all  that  requirement. 

I  call  it  the  5-percent  problem,  5  percent  of  our  grantees  do  a 
poor  job,  5  percent  of  the  people  do  things  they  are  not  supposed 
to  do,  and  why  should  we  legislate  for  the  other  95  percent  on  what 
the  5  percent  does,  and  that  is  what  we  do  now,  and  I  think  it  is 
backward. 

Chairman  Flake.  The  other  part  of  that,  though,  becomes,  with 
the  emergence  of  the  nonprofits  as  major  providers  and  access  to 
many  of  those  programs,  even  as  cities  have  difficulty  in  terms  of 
capacity,  as  you  get  more  and  more  involved  in  that  nonprofit  sec- 
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tor,  it  seems  to  me  that  we  must  also  build  a  means  to  get  those 
representatives  out  of  particular  regions  and  into  the  field  to  pro- 
vide technical  assistance,  even  if  it  is  done  on  some  area  basis  so 
that  they,  too,  will  have  capacity,  because  I  think  then  that  makes 
the  job  of  the  regulators  easier  because,  in  many  instances,  what 
they  are  looking  at  when  the  regulator  goes  in  there,  some  of  which 
could  be  resolved  up  front  if  those  nonprofits  know  what  they  can 
and  cannot  do. 

Let  me  ask  you  this.  The  Secretary  has  invited  me  to  come  in 
Wednesday  and  do  a  session  with  senior  management  on  commu- 
nity development  issues,  and  I  will  be  doing  it.  What  other  hot  is- 
sues— I  mean,  you  mentioned  one  now,  get  out  of  the  office  and  get 
out  in  the  field.  Having  done  HUD  processing  with  my  own  project, 
knowing  what  it  is  like  to  go  to  29  Federal,  I  know  what  rooms  of 
people,  many  of  them  very  busy,  some  of  them  not  busy  at  all,  most 
of  them,  if  I  didn't  show  up  every  other  day,  the  work  just  did  not 
move  on. 

What  do  you  see  as  things  that  I  ought  to  be  saying  to  senior 
management,  not  from  the  perspective  of  a  Congressman,  because 
that  is  not  my  invitation.  My  invitation  is  as  a  community  devel- 
oper, what  ought  be  done  from  the  Secretary's  level  that  should 
come  top-down  for  those  managers  who  are  running  the  regions, 
and  then  those  area  persons,  and  then  those  levels  below  that 
where  the  average  person  is  making  that  daily  contact? 

Mr.  Priest.  It  is  a  great  invitation  to  tell  you  what  HUD  should 
be  doing.  First  of  all,  I  think  that  one  of  the  recommendations  that 
came  out  of  the  National  Performance  Review  Report  was  the  fact 
that  HUD  should  look  at  the  structure  of  its  regional  offices.  The 
Secretary  has  set  up  a  task  force  to  do  that.  That  is  a  hot  button 
right  now  in  the  Department  of  how  we  are  going  to  organize  to 
be  a  different  service  provider  than  we  have  been. 

I  think  the  Secretary  is  committed  to  look  at  and  reshape  our  re- 
gional responsibilities  to  put  more  of  that  resource  down  at  our 
focal  level  offices  in  the  fields  to  be  able  to  do  a  larger  outreach 
than  we  have  been  doing.  So  any  ideas  that  you  have  in  that  area 
are  going  to  be  very  helpful. 

I  think  the  whole  issue  that  you  just  touched  upon  regarding  the 
role  of  a  nonprofit  service  provider  in  our  programs  is  important. 
Increasingly  over  the  last  really  10  to  12  years  as  government  re- 
sources have  declined,  the  nonprofits  and  communities  have  be- 
come a  major  center  for  providing  services,  very  limited  resources, 
limited  dollars  as  well  as  personnel,  and  we  need  to  figure  out  a 
way  in  our  programs  nationally,  if  we  are  going  to  effect  these  pro- 
grams, that  we  can  provide  a  means  for  the  nonprofits  to  have  a 
clear  role. 

So  as  HUD  looks  at  redefining  programs,  we  have  to  figure  out 
how  we  do  that.  In  the  Block  Grant  Program,  we  did  do  a  set-aside 
for  nonprofits,  because  what  has  been  happening  in  a  lot  of  cities, 
Newburgh  not  unlike  most,  is  that — and  this  is  a  major  area  with 
a  Block  Grant  Program— is  that  the  Block  Grant  Program,  $4  bil- 
lion, goes  out  to  all  these  communities  and  to  the  States,  and  what 
happens,  they  go  into  a  city  like  Newburgh,  if  they  have  five  mem- 
bers of  the  council,  they  divide  the  grant  in  five  parts  and  give  it 
out  to  nonprofits  that  tend  to  support  those  persons  who  are  there. 
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And  the  people  who  are  at  the  grassroots  level  are  not  getting  the 
benefit  of  these  funds.  So  that  is  a  major  problem  that  has  to  be 
addressed  legislatively,  how  we  do  this. 

We  want  the  dollars  to  be  there,  but  the  service  delivery  piece 
of  it  is  very  important.  So  HUD  has  to  rethink  that,  and  Congress 
has  to  help  us  think  through  the  best  way  to  make  sure  that  the 
services  are  really  getting  down  to  the  level  and  are  not  being  let 
off  by  other  programs  or  administrative  costs  or  things  like  that. 

I  think  another  part  of  this  has  to  be,  we  need  to  come  to  some 
closure  about  how  HUD  as  an  agency  deals  with  housing  and 
urban  and  economic  development.  We  have  traditionally  been  a 
housing  provider,  but  we  all  know  that  there  has  to  be  an  increas- 
ing role  to  economic  development.  Do  we  do  that  through  HUD  or 
do  we  look  to  other  agencies  to  be  a  partner  in  that.  We  need  to 
think  about  that.  The  Secretary  is  very  committed  to  things  like 
another  UDAG  Program,  or  other  kinds  of  economic  development 
things,  but  how  should  that  be  done.  I  think  that  is  an  issue  within 
the  Department. 

Certainly,  the  issue  on  capitalizing  initiatives  for  expanding  op- 
portunities for  low-income  people  to  move  outside  of  these  con- 
gested  areas  is  another  issue.  We  are  doing  it  with  the  Moving  to 
Opportunities  Program  as  one  piece,  but  it  is  a  very  small  part  of 
the  initiative.  So  HUD  is  looking  at  marshalling  resources  to  in- 
crease opportunities,  section  8  vouchers  and  certificates.  We  have 
to  figure  out  a  way  to  be  smarter  about  using  the  nonprofits,  and 
about  how  we  advertise  those  things. 

The  same  thing  for  the  homeless.  The  homeless  is  a  big  initiative 
in  the  Department.  There  is  a  lot  more  money  than  we  have  ever 
had  before.  It  still  involves  10  programs.  Every  time  we  talk  about 
the  homeless,  we  add  one  more  program.  But  what  we  are  talking 
about  now  with  the  Secretary  is  creating  what  we  call  a  continuum 
of  care  where  we  say  a  person  who  comes  into  the  system  as  home- 
less needs  to  be  able  to  come  out  the  other  end  of  it  as  a  self- 
sufficient  person. 

You  have  to  not  have  communities  having  to  go  through  9  or  10 
different  windows  to  get  money.  If  they  have  a  need  for  supportive 
housing  versus  permanent  housing  versus  transitional  housing, 
they  should  be  able  to  decide  how  they  want  to  use  their  money 
most  effectively.  Taking  a  person  from  those  different  levels  into 
the  point  where  they  are  getting  access  to  services,  and  they  can 
move  them  into  getting  jobs  and  training,  and  then  become  self- 
sufficient.  If  not,  that  person  just  continues  to  go  around  and  round 
and  round. 

So  the  whole  issue  of  funding  and  homeless  and  how  we  do  that 
is  key. 

Chairman  Flake.  As  you  know,  I  have  been  meeting  with  some 
of  your  staff  people  in  terms  of  trying  to  do  a  modification  as  it  re- 
lates to,  $3,000  to  $4,000  in  a  place  like  New  York  City  is  given 
to  a  landlord  to  provide  a  room  in  a  welfare  hotel.  What  is  your 
general  sense  of  receptivity? 

The  Secretary  agrees  with  me  that  it  needs  to  be  dealt  with. 
What  is  your  general  sense — I  think  all  of  us  agree,  if  we  were  pay- 
ing a  $3,000  a  month  mortgage,  we  would  be  living  in  a  major 
mansion,  and  yet  we  are  paying  $3,000  a  month  and  putting  people 
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in  a  room.  Yet,  because  of  the  way  the  legislation  is  designed,  right 
now  there  is  nothing  we  can  do  about  it.  Do  you  see  anything  in 
particular  we  need  to  focus  on  in  trying  to  make  this  work? 

A  city  like  New  York  City,  for  instance,  you  give  $250  for  persons 
that  you  give  a  section  8  certificate  to.  Yet,  you  give  a  landlord 
$3,000  a  month  for  the  same  person  if  they  stay  in  the  welfare 
hotel.  It  is  the  most  asinine  use  of  funds  that  I  ever  could  have 
imagined.  What  is  the  general  feeling  up  there? 

Mr.  Priest.  I  think  that  the  Secretary  wholeheartedly  encour- 
ages and  endorses  what  you  are  saying  that  we  have  to  stop  doing 
that.  It  does  not  make  any  sense.  It  is  not  a  very  efficient  use  of 
very  limited  resources. 

I  think  several  things  have  to  happen.  One  is  that  that  message 
has  to  be  translated  down  through  the  Department  to  the  operating 
people  who  do  the  things  about  rewriting  regulations  and  who  pro- 
pose legislation  to  get  that  back  up  in  reshaping  the  program. 

Second,  we  need  a  way  to  get  that  to  the  legislative  process,  to 
make  those  changes  happen.  This  is  a  very  personal  statement  that 
I  am  making  now,  but  if  there  was  any  way — I  mean  all  of  us  at 
different  levels,  executive  and  legislative  pieces,  we  see  these  kinds 
of  problems  in  our  communities.  Because  of  the  way  the  system  is 
structured,  it  is  very  difficult  for  us  to  retool  a  program  to  make 
it  become  more  responsive  without  making  it  go  through  a  very 
elongated  process. 

Chairman  Flake.  In  this  case,  you  have  a  jurisdictional  issue, 
too,  because  you  have  the  HUD  and  the  HHS.  The  battle  becomes, 
if  you  try  to  streamline  it,  where  do  you  put  it.  I  am  sure  you  guys 
will  fight  to  keep  it  in  HUD.  HHS  will  be  fighting  to  keep  it  on 
that  side.  That  is  what  we  are  running  into  now,  it  is  where  do  we 
put  this  thing  when  the  bottom  line  becomes,  we  have  billions  of 
dollars  that  we  are  really  literally  throwing  away  because  nobody 
wants  to  give  on  the  jurisdictional  question. 

Mr.  Priest.  It  shouldn't  be  a  turf  issue.  We  are  talking  about 
people  who  we  say  we  are  concerned  about,  so  why  be  fighting  in- 
ternally, whether  it  is  HUD  or — I  think  the  Secretary,  if  he  felt 
that  there  way  a  way  to  address  this  thing  effectively,  whether  it 
was  in  HUD  or  in  HHS,  he  would  embrace  that.  I  really  think  that 
is  the  case.  I  mean  a  lot  of  times  the  message  gets  conflicted  by 
persons  below  the  Secretary. 

Chairman  Flake.  I  do  understand,  I  have  seen  that. 

Mr.  Priest.  So  sometimes  I  think  what  it  takes  on  this  kind  of 
issue  is  your  staffs  sitting  down  with  our  staff's  and  respectively 
you  dealing  with  the  Secretary  in  being  able  to  marshal  the  more 
effective  ways  to  get  these  things  done. 

Chairman  Flake.  As  I  stated,  we  found  that  we  will  have  to  vote 
this  afternoon,  which  was  not  originally  on  the  schedule  for  this 
Monday,  but  since  it  is,  we  are  going  to  have  to. 

Mr.  Hinchey  has  promised  that  he  has  a  way  to  get  me  on  a 
plane  to  get  us  there  by  3  o'clock.  So  let  me  conclude  oy  thanking 
you  all  for  coming  and  sharing,  and  I  am  going  to  ask  Mr.  Hinchey 
to  give  his  closing  remarks  and  then  lead  me  forth  out  of  New- 
burgh  to  the  airport. 

Mr.  Hn^CHEY.  I  want  to  thank  you,  Mr.  Chairman,  and  your  staff" 
for  bringing  this  hearing  here  and  for  providing  this  kind  of  leader- 
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ship.  I  think  that  this  is  a  community  that  desperately  needs  this 
kind  of  attention  and  this  kind  of  leadership.  There  is  no  one  in 
the  Congress  that  I  know  of  who  has  the  expertise  and  the  back- 
ground, Doth  from  the  point  of  view  as  a  Member  of  the  House  of 
Representatives  and  one  who  has  actually  been  out  there  as  a  per- 
son providing  housing  in  your  community  in  creative  innovative 
ways. 

So  I  am  particularly  grateful  to  you  for  coming  up  here.  I  very 
much  appreciate  it.  I  know  the  people  in  this  community  appreciate 
it,  and  in  the  future  I  am  going  to  continue  to  rely  upon  your  lead- 
ership and  your  expertise  in  this  area,  Mr.  Chairman. 

Chairman  Flake.  Thank  you. 

Let  me  just  say  to  the  people  in  this  area,  you  have  sent  us  a 
very  marvelous  individual  who  is  most  intelligent.  My  staff  here, 
after  every  one  of  our  hearings,  comes  back  and  savs,  'That  Mr. 
Hinchey,  he  is  very  sharp,  very  quick,  able  to  comprenend  these  is- 
sues," and  that  is  important  for  us  because  there  are  many  mem- 
bers on  the  Banking  Committee  who  really  don't.  So  it  is  good  to 
have  a  supportive  friend/brother  who  is  willing  to  work  at  making 
sure  that  we  resolve  some  of  these  critical  issues. 

Thank  you,  again,  and  I  certainly  appreciate  it. 

[Whereupon,  at  12:58  p.m.,  the  hearing  was  adjourned,  to  recon- 
vene at  the  call  of  the  Chair.] 
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Good  morning.    I  would  like  to  welcome  my  colleagues  on  the  subcommittee  and 
our  witnesses  to  today's  hearing  which  wiU  focus  on  the  issues  and  problems  confronted 
by  smaller  urban  communities.    Before  I  begin  my  opening  remarks,  I  would  like  to 
express  my  appreciation  to  Congressman  Hinchey  for  his  active  involvement  in  matters 
concerning  this  subcommittee  and  for  bis  wisdom  and  insight  on  banking  issues.    I 
would  also  like  to  thank  him  for  requesting  this  hearing  so  that  we  might  demonstrate 
that  the  problems  of  crime,  unemployment,  poor  housing  and  access  to  affordable 
credit  are  not  restricted  to  large  metropolitan  areas.    Far  too  many  of  our  nation's 
citizens  are  without  adequate  health  care,  employment  and  small  business 
opportunities,  and  safe,  decent  and  affordable  bousing.    We  in  Congress  are  continuing 
to  seek  feasible  ways  in  which  we  can  put  America  on  the  road  to  economic  recovery 
and  guarantee  that  aU  Americans  have  an  adequate  opportunity  to  improve  their 
overall  quality  of  life. 

As  we  address  the  various  problems  braved  by  small  cities  such  as  Newburgh 
and  which  approach  would  be  best,  we  must  keep  in  mind  that  flexibility  and  diversity 
are  essential.    It  would  be  shortsighted  of  us  to  believe  that  a  singular  approach  to 
these  problems  would  be  adequate  in  addressing  the  diverse  needs  of  our  nation's 
distressed  communities  —  whether  rural  or  urban,  large  or  small.    Toward  that  end,  I 
believe  that  when  we  talk  about  community  development,  none  of  the  problems  that 
plague  our  communities  should  be  addressed  in  isolation.    Community  development  is 
not  just  the  provision  of  affordable  housing,  rather  it  includes  a  comprehensive 
approach  that  addresses  all  of  the  capital  deficiencies  that  plague  dismvested 
communities  and  individuals  within  our  society. 

With  that  in  mind.  Congressman  Jim  Leach  (R-IA)  and  I  have  introduced 
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legislation,  the  Banii  Enterprise  Act  Amendments  of  1993,  which  seeks  to  provide 
permanent  renewal  of  America's  underserved  urban  and  rural  communities.    We  must 
provide  for  a  comprehensive  economic  solution  that  will  result  in  the  mainstreaming  of 
people  and  communities  from  the  fringes  of  society.    To  achieve  our  goal  of  community 
revitalization  we  can  ill  afford  to  exclude  any  segment  of  the  Hnancial  services  industry 
from  participating  in  the  process.    Rather,  we  must  continue  to  strive  to  create  a 
profitable,  yet  safe  and  sound  environment  in  which  non-profits,  businesses, 
community-based  organizations,  banks  and  builders  can  come  together  to  help  fulfill 
the  American  dream.    Through  my  own  experiences,  I  have  found  that  the  community 
is  better  served  when  all  of  the  above  mentioned  entities  come  together  to  pool  their 
resources  and  expertise,  not  towards  rhetoric,  but  towards  the  implementation  of 
meaningful  financial  assistance  and  long-term  support. 

We  can  not  afford  to  continue  to  penalize  America's  poor  by  creating  and 
establishing  financial  entities,  support  services  and  demonstration  programs  that  are 
short  on  capital  and  longevity.    I  believe  the  necessary  financial  entities  are  already  in 
place  and  are  more  than  capable  of  revitalizing  our  distressed  urban  and  rural  areas, 
yet  for  the  past  16  years  CRA  has  been  ineffective  and  overall  relevant  bank 
participation  in  America's  revitalization  has  been  minimal.    Consequently,  redlining 
and  other  discriminatory  practices  are  more  prevalent  than  ever. 

All  the  more  reason  that  we  must  be  clear  on  the  current  role  of  CRA.    This 
legislation  "does  not  require  that  the  regulatory  agency  take  any  action  or  deny  any 
application  it  finds  that  a  depository  institution  is  not  meeting  its  community's  credit 
needs.    CRA,  moreover,  cautions  the  agencies  to  balance  safety  and  soundness 
considerations  in  assessing  CRA  performance;  it  does  not  require  institutions  to  take 
undue  risks  or  to  act  against  their  sound  business  judgement."    The  bottom  line  is, 
"CRA  does  not  require  any  specific  action  on  the  part  of  banks.    It  imposes  no 
standards  and  requires  no  quotas." 

However,  what  CRA  has  done  is  bring  the  issue  of  discrimination  in  bank 
lending  and  services  to  the  forefront.    As  a  result  of  its  passage  16  years  ago,  many 
community-based  groups  have  begun  to  utilize  the  guidelines  as  provided  by  CRA  when 
challenging  a  bank's  level  of  commitment  and  investment  in  their  specific  communities. 
Toward  that  end,  I  believe  CRA  has  been  useful  in  focusing  attention  on  community 
disinvestment  by  our  federally  insured  depositories.    But  relative  to  enforcement,  CRA 
has  no  teeth  and  can  not  in  its  present  form  be  enforced  objectively.    Therefore,  I 
believe  we  must  accomplish  our  goal  of  assisting  the  residents  of  distressed  communities 
achieve  economic  parity  through  comprehensive  community  development  initiatives 
which  include  meaningful  CRA  reform. 

Today's  hearing  is  a  very  important  one  in  that  it  focuses  on  the  city  of 
Newburgh  and  the  challenges  of  crime,  drugs,  unemployment  and  credit  availability. 
As  a  practitioner  of  community  development,  I  believe  it  is  critical  that  we  in  Congress 
hear  the  views  of  those  individuals  who  are  responsible,  on  a  daily  basis,  for  addressing 
community  revitalization. 

Now,  I  would  like  to  introduce  our  first  panel  of  witnesses.    We  have  before  us 
Newburgh  Mayor  Audrey  Carey  who  is  the  first  black  woman  mayor  in  New  York 
state.    Our  second  witness  is  Reverend  Eugene  Jones,  president  of  the  Black  Ministerial 
Fellowship.    Next  is  Mr.  Manual  Allende-Perez,  executive  director  of  PODER  which  is 
the  only  bilingual  and  bicultural  multi-service  agency  in  the  Hudson  Valley  Region. 
And  we  have  Mr.  Peter  Van  Kleeck,  president  of  Pawling  Savings  Bank.    For  our 
second  panel  we  will  broaden  our  discussion  by  hearing  testimony  from  three  federal 
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agencies:    the  Office  of  the  Comptroller  of  the  Currency,  the  Office  of  Thrift 
Supervision  and  the  Department  of  Housing  &  Urban  Development. 

Before  we  begin  we  will  hear  from  Mr.  Hinchey. 
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City  of  Newburgh,  New  York 


Honorable  Floyd  H.  Flake,  Chairman,  Honorable  Maurice 
Hinchey,  Congressmen  of  the  26th  district,  ladies  and  gentlemen, 
my  name  is  Manuel  Allende-Perez  and  I  am  the  Executive  Director 
of  Programas  de  Ocupaciones  y  Desarrollo  Economico  Real,  Inc.,  or 
more  commonly  known  as  PODER.  The  organization  is  a  multi- 
service, bilingual/bicultural,  non-profit  tax  exempt,  501  c(3), 
community  based  agency  located  at  73  Carpenter  Avenue  in  the  City 
of  Newburgh.   PODER  was  established  in  1983. 

PODER  provides  a  multitude  of  services  to  Hispanics  and 
other  low-income  residents  of  the  greater  Newburgh  area.  We  have 
been  designated  as  a  Neighborhood  Preservation  Company  by  the  New 
York  State,  Division  of  Housing  &  Community  Renewal.  PODER 
develops  permanent  housing  for  homeless  fcimilies,  operates  an 
outpatient  drug  free  treatment  program,  provides  AIDS  education 
and  outreach  prevention  services  and  case  management  services  to 
women  of  color,  who  are  HIV+  or  at  high  risk  of  becoming  HIV+. 
We  also  work  with  families  that  have  children  which  are  mentally 
retarded  or  developmental ly  disabled.  During  the  summer  we 
conduct  a  free  lunch  program  and  a  summer  recreation  program  for 
youngsters  between  the  ages  of  8  through  13.  We  also  host  summer 
work  experience  for  youths  between  14  -  21  years  old.  Last  year 
PODER  was  the  recipient  of  a  Neighborhood  Development 
Demonstration  Program  from  the  U.S.  Department  of  Housing  and 
Urban  Development.  The  grant  allowed  PODER  to  provide  small 
business  assistance  services  to  micro  and/or  small  businesses. 
The  organization  employs  over  32  employees  on  regular  basis  and 
during  the  summer  months  hires  another  5  to  eight  employees. 
Since  1991,  PODER  has  been  the  Lead  Agency  for  the  Newburgh 
Neighborhood  Based  Alliance  (NBA) .  The  "Newburgh  NBA  is  a 
locally  driven  effort  whose  long  term  mission  is  to  empower  the 
community  in  order  to  improve  our  quality  of  life." 
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The  City  of  Newburgh  is  quite  representative  of  the  "Small  Cities 
with  Big  City  Problems",  syndrome. 

As  of  1990  the  City  of  Newburgh  had  a  total  of  10,046  housing 
units.  The  number  of  occupied  units  was  9,072  and  vacant  units 
totalled  974.  The  percentage  of  boarded  up  buildings  was  at 
about  15.5%,  which  is  very  high  when  compared  to  the  rest  of  the 
State  of  New  York,  with  an  average  of  3.3%,  and  New  York  City 
with  4.8%. 

The  total  of  owner  occupied  units  was  35.8%  or  about  3,247  units. 
The  ethnic/racial  owner  occupied  unit  composition  is  about:  47.2% 
White,  21.5%  Black  and  17.2%  Hispanic.  By  far,  the  majority  of 
owner  occupied  units  are  located  in  the  West  End  part  of  the  City 
and  conversely  the  preponderant  non-owner  occupied  units  are  in 
the  East  End.  The  East  End,  North  of  Broadway  is  the  most 
blighted  section  of  Newburgh.  This  part  of  the  City  has  a  blend 
of  an  aging  turn  of  the  Century  residential  two,  three  and  four 
family  buildings  and  limited  commercial /retail  store  front 
properties.  The  area  has  a  significant  number  of  dilapidated, 
boarded  up  properties  and  vacant  units.  Newburgh  is  listed  on 
the  Large  Cities  &  Urban  Counties  Partial  List  of  UDAG  Designated 
Distressed  Areas. 

Since  the  early  1970 's  the  City  of  Newburgh  has  suffered  from 
high  unemployment  due  to  the  flight  of  light  manufacturing, 
primarily  clothing  and  textile  industries.  The  closing  of  large 
regional  employers,  (Ford  Motors,  Dupont,  Stewart  Air  Force  Base) 
have  also  contributed  to  the  City's  economic  decline.  The  NYS 
Department  of  Labor,  Newburgh  office  reported  a  12%  unemployment 
rate  for  the  City  of  Newburgh  prior  to  the  recent  lay  offs  at 
IBM. 

The  percentage  of  Households  with  children  that  are  single  parent 
households  for  Newburgh  in  1980  was  42.2%  and  in  1990  51.3%.  In 
New  York  City  for  the  same  period  the  percentages  were  35.4%  and 
42.3%  respectively.  In  1980  Newburgh  had  about  6.8%  higher  rate 
of  households  with  children  that  are  single  parent  households 
then  New  York  City.  However,  in  1990  Newburgh  has  about  a  9% 
higher  rate  then  New  York  City.  The  Orange  County  Department  of 
Social  Services  reports  that  55%  of  the  county's  social  services 
population  is  located  within  the  Newburgh  area. 

These  are  just   a  few  of  the   indicators  that  show  over  time  the 

disproportionate  decline   in  the  quality   of  life  in  the  City  of 

Newburgh,  particularly  when  compare  to  New  York  City  and  the  rest 
of  the  state. 
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PODER's  involvement  in  improving  the  housing  stock,  has  been  a 
multi-faceted  approach.  We  've  concentrated  on  permanent  housing 
for  homeless  families  via  our  Community  Re-Entry  Program  (CRP). 
The  CRP  serves  as  a  positive  influence  in  assisting  families  to 
overcome  the  stigmas  and  psychological  effects  associated  with 
homelessness  and  shelter  living.  The  project  addresses  the 
concerns  of  homeless  families  and  creates  an  environment  that 
nurtures,  emphasizes  involvement,  active  participation  and 
positive  human  development.  The  CRP  acquires  abandoned  or 
boarded  up  buildings  and  contracts  with  local  labor  for  the 
renovations.  The  CRP  helps  to  stabilize  neighborhoods  and 
contributions  to  the  local  economy  in  both  the  short  and  long 
term. 

Our  experience  with  Federal  Funding  has  been  limited  to  Community 
Development  Block  Grants  and  the  Neighborhood  Development 
Demonstration  Program.  However,  we  are  familiar  with  HOPE  3,  and 
the  HOME  programs.  PODER  has  recently  submitted  applications  for 
a  HOPE  3  Program  and  the  John  Heinz  Memorial  Neighborhood 
Development  Grant.  We  have  not  yet  been  advised  as  to  any 
decision  regarding  our  submission  to  HUD.  Nevertheless,  we  are 
pursuing  the  development  of  innovative  home  ownership  strategies 
for  low  income  residents.  Of  course,  one  of  the  major 
difficulties  for  non-profit  community  based  developers  is  the 
lack  of  up  front  capital  to  pursue  housing  development. 

We  believe  that  CDBG,  HOPE  3  and  the  Neighborhood  Development 
Programs  can  be  more  effective  with  some  modifications.  Some  of 
the  specific  items  I  would  like  to  share  with  you  concerning 
barriers  which  limit  the  success  of  these  programs  and  impede 
community  based  developers  to  maximize  our  efforts  vis-a-vis 
affordable  housing  development  are  as  follows: 

Under  HOPE  3 

1)  The  match  requirement.  HUD  does  not  accept  a  match  for 
conventional /or  federal/state  mortgage  financing,  unless  it  is 
specifically  designated  for  HOPE  3  participants.  This  should  be 
changed.  All  nonfederal  dollars  raised  should  be  considered  as 
match.  This  will  serve  to  foster  private/public  leveraging  and 
partnerships . 

2)  Site  control.  Groups  can  not  secure  site  control  until 
after  the  grant  is  awarded.  Proposals  should  be  considered  with 
and/or  without  site  control.  Actually,  applicants  should  get 
extra  points  for  site  control.  This  will  insure  that  properties 
identified  are  more  likely  to  be  avaij.able  for  development  once 
the  award  is  granted.  Furthermore,  it  encourages  leveraging 
resources  at  the  local  level  during  the  initial  application 
process. 

3)  Eligible  properties.  The  local  community  conditions  need  to 
be  considered  concerning  eligible  properties.  Communities  such 
as  Newburgh  which  have  a  high  incidence  of  foreclosed  abandoned 
properties  but  are  not  government  held  could  greatly  benefit  from 
a  HOPE  3  program. 
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Secretary  Cisneros  has  recently  proposed  a  new  prograin,  Moving  to 
Opportunities  which  promotes  income  mixing  and  the  decon- 
centration  of  poor  people.  Given  the  high  concentration  of  low 
income  residents  in  the  Newburgh  areas  this  may  be  a  progrcun  that 
City  could  benefit  from. 

Under  Federally  Insured  Depositories 

1)  Traditionally  federal  insured  depositories  have  played  the 
role  of  lender.    However,   over  the   few  years   and  through   the 
community  initiatives  such  as  our  CRP  program  and  the  NBA,  they 
(federally  insured  depositories)  taken  on  a  more  active  role  and 
interest  to   participate  at  the   local  level  with   government  and 
community  groups. 

2)  Lending  institutions  in  general  need  to  continually  consider 
innovative  approaches  to  credit /borrowing  needs  of  low/moderate 
income  groups.  This  is  particularly  true  during  hard  economic 
times.  The  pattern  has  been  to  greatly  restrict  credit/lending 
as  oppose  to  promoting  it. 

Only  with  wide  public   support  will   be  problems   of  distressed 
communities  be  effectively  solved.   We  need  long  term  vision 
and  long  term  commitment  from  all  sectors  of  our  society. 

Thank  you  for  allowing  me  the  opportunity  to  express  our  thoughts 
at  PODER. 
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l^noHol  A  lYogrusife 


PETER  VAN  KLEECK 


*     86  S«a»e  Route  22  Pawling,  NY  12564    9H-855-I333    800-666016I     F^  9l4-«55-l030 


SMAli  CmES  Wim  BIG  CflY  PROBLBe 
NEWBURGH.  NEW  YORK  -  NOVBMBBt  8.  1993 


I  am  pleased  to  be  here  today  to  discuss  this  Important  issue  facing 
Newburgh.  as  wen  as  other  cities  In  the  Hudson  Valley.  I  am  PieskJent  and  CEO 

of  PawUng  Savings  Banic  and  hold  the  same  lesponstoHIHes  tor  our  publicly  traded 
holding  company.  Progressive  Bank,  Inc. 
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Pawling  Savings  Banic  was  organized  in  1870  and  operated  as  a 
mutual  thrift  institution  until  1984,  when  it  was  reorganized  into  New  York  State's  first 
publicly  held  savings  bank.  The  Bank,  headquartered  in  Pawliiig,  New  York,  has 
grown  from  one  office  sen/ing  the  immediate  surrounding  area,  to  15  branches 
serving  six  southern  tier  counties  in  New  York  State.  The  Bank's  market  area 
extends  from  the  Hudson  River  east  to  Connecticut,  and  includes  Dutchess, 
Putnam  and  northern  Westchester  Counties.  On  the  western  side  of  the  Hudson 
River,  our  market  includes  Orange,  Sullivan  and  Ulster  Counties.  Our  largest  base 
is  in  Dutchess,  with  8  offices,  followed  by  3  in  Sullivan  County  and  one  office  each 
in  Westchester/Putnam,  Ulster  and  Orange  Counties.  This  is  where  we  are  today. 
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From  its  inception,  \he  business  of  Pawling  Savings  Bank  l^as  been 
primarily  to  attract  deposits  from  ttie  general  public  and  small  businesses  and  to 
invest  ttiese  funds  in  tiomes.  Today,  we  make  80%  of  our  loans  in  1-4  family 
owner  occupied  tiomes.  :        ...  -  :-  ; 


By  \he  Bank's  lOOtti  Anniversary  in  1970,  total  assets  stood  at  $20 
million  dollars.  By  1980,  total  assets  grew  to  $94  million  dollars,  and  spiraled 
upward  ttirougti  ttie  decade  until  1990.  when  assets  reoctied  $620  million  dollars. 


-  i;  >      In  April  1986,  Progressive  Bank,  Inc.,  a  bank  holding  company  was 
formed,  when  the  Ellenville  Savings  Bank  was  acquired.     ..       -.  -,         .:r 


^u-;  K    '  .-' 


As  of  September  30,  1 993,  the  bank  has  $635  million  in  total  assets, 
with  capital  of  $59  million.  - 
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Pawling  Savings'  aggressive  leadership  and  innovative  marketing  tias 
provided  its  customers  withi  thie  services  and  programs  that  have  lead  the  banking 
industry  in  New  York  State.  Pawling  was  the  first  savings  bank  in  New  York  State 
to  offer  checking  services  along  with  Visa  Debit  Cards  and  other  services  for  small 
businesses. 


We  opened  a  branch  office  in  Newburgh  in  1986,  and  the  following 
year  opened  our  Newburgh  Operations  Center,  employing  a  total  of  42  people. 
Since  that  time,  we  have  seen  the  branch  grow  to  the  modest  size  of  $24  million 
dollars  in  deposits  or  4%  of  our  total  deposits.  We  are  one  of  the  smaller  financial 
institutions  in  the  Newburgh  area.  The  decision  to  locate  our  branch  in  Newburgh 
at  the  time  was  based  upon  the  potential  growth  of  the  area.  The  Operations 
Center  is  located  in  the  center  of  our  market,  and  today  we  employ  80  people  in 
Newburgh.  Twenty  percent  of  our  Orange  County  loan  portfolio  Is  in  the  Crty  of 
Newburgh  proper. 
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You  should  be  aware  that  our  bank  lost  over  $8  million  dollars  in  1990, 
as  a  result  of  the  crash  of  the  speculative  home  building  and  land  development 
business  that  came  to  a  screeching  halt,  from  an  over  supply-of  inventory.  We 
returned  to  profitability  in  1992  by  earning  $4.2  million  and  in  1993  we  expect  to 
earn  In  excess  of  $6  million  dollars. 


/ 
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Our  involvement  in  community  lending  has  been  a  priority.  Since 
coming  to  Newburgh,  we  tiove  associated  ourselves  with  groups  such  as  Poder, 
Inc.,  a  non-profit  organization  that  primarily  assists  the  Hispanic  community.  We 
hove  financed  homes  with  permanent  mortgages  and  construction  mortgages 
that  have  been  taken  by  other  lenders.  These  efforts  have  been  in  the 
rehabilitation  of  older  housing  stock  in  the  City  of  Newburgh.  Our  bank  financed 
the  renovation  of  an  area  known  as  Renwick  Row  and  rehabilitated  a  building  that 
is  now  a  15  unit  apartment  complex  for  low-income  housing.  The  permanent 
financing  was  arranged  by  the  New  York  State  Housing  Authority.  In  addition, 
another  project  known  as  Parmeter  Mews  was  financed  by  our  bank  for  the 
renovation  of  older  homes  to  be  converted  to  low-income  units  that  now  has  8 
apartment  units  and  was  completed  several  years  ago.  We  continue  to  work  with 
owners  of  property  to  assist  them  in  the  renovation  of  buildings  in  Newburgh, 
many  of  which  will  be  occupied  by  low-income  families.  Our  Bank  works  with  the 
Mayor's  Commission  on  the  Excellence  In  Planning,  and  continues  to  assist  them 
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in  completing  a  proposal  to  be  subnnitted  to  the  New  York  Stote  Housing  Financing 
Agency  for  a  rehabilitation  project  in  Newburgh  in  excess  of  $30  million  dollars. 
Should  this  become  a  reality,  it  will  have  a  significant  effect  on  the  stabilization  of 
property  values  in  the  city. 
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I  would  like  to  bring  to  your  attention  a  letter  sent  lost  summer, 
addressed  to  banks  that  are  members  of  ttie  Federal  Reserve  System,  by 
Lawrence  B.  Lindsay,  member  of  ttie  Board  of  Governors,  f^r.  Lindsay  asked  us  to 
review  our  experiences  on  a  second  review  of  loans  rejected  in  connection  witti 
unfair  lending  practices,  particularly  in  regard  to  minority  lending.    Our  bank 
initiated  tt^is  policy  in  November,  1992.  All  minority  mortgage  applications  wtiicti 
are  rejected  at  the  initial  underwriting,  are  re-examined  weekly  by  the  bank's 
Loan  Committee.  This  Committee  is  chaired  by  the  Chief  Lending  Officer,  and  in 
his  absence,  is  chaired  by  myself.  Since  November,  1992,  we  have  reviewed  14 
minority  mortgage  applications  that  were  initially  denied.   After  further  analysis, 
6  of  these  applications  were  approved,  with  one  having  been  withdrawn  due  to 
problems  with  the  real  estate  to  be  purchased.  It  is  interesting  to  note,  that  of  the 
6  applications  that  were  approved  after  a  second  review,  4  of  the  applicants  were 
purchasing  property  in  the  City  of  Newburgh. 
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We  participate  with  a  number  of  banks  in  other  communities  in  home 
buying  initiatives,  and  have  committed  to  a  First  Time  Home  Buyers  program  in  the 
City  of  Poughkeepsie.  in  the  amount  of  $500,000.  Under  ttiis  program,  the  City  will 
pick  up  the  ck)sing  costs  and  expenses,  and  while  other  txinks  are  basing  their 
underwriting  gukJelines  on  ttiot  of  SONYMA  and  the  3/2  program  of  Ff^MA,  which 
require  Private  Mortgage  Insurance,  our  participation  in  this  program  is  to  attract 
a  greater  share  of  the  program  by  not  burdening  the  borrower  with  the  additional 
cost  of  this  insurance.  The  City  of  Poughkeepsie  also  t>as  a  Home  Program,  and 
offers  a  grant  of  up  to  $25,000,  which  is  forgiven  if  tt)e  owner  remains  in  the  home 
for  at  least  10  years.  There  is  also  assistance  to  cover  the  closing  costs  and  our 
approach  to  this  is  similar  to  that  of  the  First  Time  Home  Buyer's  program. 
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The  County  of  Dutchess  hos  o  similor  program,  with  certain  restrictions 
as  to  the  buyer  requirennent  of  being  enrtployed  in  the  County,  and  along  with 
other  banks,  we  have  committed  to  lending  $1  million  dollars  at  7%  fixed  rote  for 
30  years  to  eligible  borrowers.  The  buyer  must  be  have  a  3%  downpayment; 
however,  the  program  picks  up  the  legal  costs  and  points  are  waived  by  the 
participating  banks. 


The  Pawling  Savings  bank  recently  began  an  exciting  project  in  Ulster 
County,  and  have  joined  forces  with  the  Rural  Ulster  Preservation  Corporation,  In 
conjunction  with  the  New  York  State  Affordable  Housing  Corporation.  We  have 
committed  $500,000  in  construction  financing  to  build  26  affordable  housing  units. 
Grants  are  available  in  the  amount  of  $25,000  per  unit,  txised  upon  a  purchase 
price  of  $90,000  to  $100,000.  After  the  owner  has  lived  in  the  unit  for  10  years  the 
grant  is  forgiven.  This  is  the  first  program  in  Ulster  County  sponsored  by  the  New 
York  State  Affordable  Housing  Corporation. 

10 
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••;:  These  are  just  some  Of  the  examples  Of  how  our  bank  and  others  are 

committed  to  assisting  moderate  to  low  income  housing  in  the  Hudson  Valley. 
Unfortunately,  in  some  cases,  there  are  a  lack  of  applicants  in  the  community, 
and  perhaps  we  should  revisit  the  eligibility  requirements,  which  for  the  most  part 
are  80%  of  the  median  income  of  the  county  or  city  in  which  the  project  is 
located.  Greater  efforts  must  be  made  to  work  with  community  groups  to  explore 
ways  to  attract  interested  owners  and  buyers,     rv  -;  „       .     r-    -: 

The  Community  Bankers'  Association  of  New  York  State  announced 
in  September  of  1993,  as  port  of  their  100th  anniversary  celebration,  that  they  had 
cataloged  our  industry's  involvement  in  community  development  activities.  There 
are  many  creative  ways  that  banks  respond  to  the  housing  and  social  needs  of 
our  communities.  Some  of  these  I  have  already  outlined.  In  1993,  our  industry  in 
New  York  State  will  be  alkx:ating  more  than  $1  billion  dollars  towards  local, 
affordable  housing  and  community  development  projects.  Pawling  Savings  Bank's 
share  of  this  is  approximately  $5  million  dollars. 

Tl 
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There  are  many  social  and  economic  issues  facing  cities  such  as 
Newburgh.  The  affordable  housing  issue  is  one  where  the  community  banks  can 
play  an  important  role  in  conjunction  with  the  combined  effortsof  the  public  and 
private  sectors  to  make  home  ownership  a  reality.  We  need  assurances  and 
support  from  State  and  Federal  agencies.  New  approaches,  with  private  and 
public  sector  partnerships,  can  be  successful  to  bring  about  change.  It  is  also 
necessary  that  we  bring  the  Investment,  Insurance  and  (Mutual  Fund  industries  into 
the  loop  to  support  these  efforts.  Prudential  is  now  the  largest  single  mortgage 
lender  in  Dutchess  County.  The  Securities  and  Mutual  fund  industries  have  helped 
deplete  the  personal  savings  in  banks  by  20%  since  1975.  Pawling  Savings  Bank, 
for  the  most  part,  serves  rural  communities,  but  does  actively  participate  in  the 
urban  communities.  We  are  committed  to  continuing  these  efforts. 
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Our  bank  feels  that  each  institution  should  develop  its  own 
Community  Reinvestment  plan,  based  on  a  fair  assessment  of  its  community 
needs,  with  input  from  responsible,  active  community  groups.  Any  business, 
strategic  or  marketing  plan  should  t>e  for  at  least  three  years,  and  thus,  a 
Community  Reinvestment  plan  should  be  designed  along  these  lines,  with  annual 
reviews  by  the  banks  and  regulators  as  part  of  their  p>eriodic  examinations. 
Pawling  Savings  Bank  has  an  active  Board  of  Directors'  Community  Reinvestment 
Committee,  as  well  as  a  broad  based  employee  committee.  Both  participate  in 
formulating  our  Community  Reinvestment  programs.  Not  all  banks  or  communities 
ore  the  same.  I  urge  you  not  to  over  regulate  this  effort,  with  conflicting  signals 
from  State  and  Federal  agencies.  The  Savings  Bank  Industry  has,  and  will 
continue  to  support  the  intent  of  CRA. 


Thank  you  for  the  opportunity  to  be  with  you  today. 
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Good  morning,  Mr.  Chairman  and  members  of  the 
Subcommittee  on  General  Oversight,  Investigations  and  the 
Resolution  of  Failed  Financial  Institutions.   I  am  Angelo 
Vigna,  Regional  Director  for  the  Office  of  Thrift 
Supervision's  ( OTS )  Northeast  Region.   I  am  pleased  to  be 
here  today  to  present  the  OTS ' s  testimony  on  our  efforts,  in 
conjunction  with  those  of  the  other  regulatory  agencies,  to 
eliminate  unnecessary  impediments  to  credit  availability  and 
to  discuss  Community  Reinvestment  Act  (CRA)  reform  efforts. 

There  is  a  critical  need  to  ensure  that  communities  in 
this  country  have  access  to  credit.   Communities  and 
financial  institutions  can  work  together  under  the  CRA  to  use 
credit  as  an  engine  for  growth  and  revi tal i zation .   That 
message  forms  the  underpinning  of  President  Clinton's  CRA 
Reform  Initiative. 

The  OTS  is  committed  to  ensuring  that  its  supervisory 
policies  do  not  have  the  effect  of  discouraging  savings 
associations  from  making  sound  loans  to  creditworthy 
borrowers.   At  the  same  time,  as  the  primary  Federal 
regulator  for  thrifts,  we  have  the  responsibility  to  weigh 
safety  and  soundness  concerns  carefully  as  we  modify  and 
clarify  our  credit  policies. 

Before  describing  our  specific  efforts  to  make  credit 
available,  I  think  it  would  be  beneficial  to  set  my  comments 
in  context  by  briefly  profiling  the  thrift  industry  as  it 
looks  today. 

INTRODUCTION  , 

Mr.  Chairman,  the  OTS  currently  regulates  a  recovering 
thrift  industry.   Since  1988,  over  1200  thrift  institutions 
holding  nearly  $600  billion  in  assets  have  disappeared. 
Sixty-one  percent  of  these  institutions  were  closed  and 
transferred  to  the  Resolution  Trust  Corporation  (RTC).   The 
survivors  are  1750  savings  associations  and  savings  banks 
holding  $785  billion  in  assets. 

This  massive  restructuring,  while  painful,  has  resulted 
in  a  healthier  thrift  industry.   The  average  capital  ratio  of 
the  industry  has  more  than  doubled  from  3.1  percent  five 
years  ago  to  6.6  percent  today.   Over  89  percent  of  thrifts 
are  now  considered  well  capitalized.   After  recording  losses 
of  $30.3  billion  during  the  period  1987  to  1990,  the  industry 
today  is  earning  strong  profits.   The  return  on  assets  of  the 
industry  during  the  first  six  months  of  1993  was  the  highest 
since  1978.   The  industry  is  experiencing  strong  loan  demand 
for  its  products  and  holds  less  than  4  percent  of  its  assets 
in  government  securities. 
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Regional  Data 

Of  the  institutions  closed  and  transferred  to  the  RTC 
since  1988,  100  with  approximately  $77  billion  in  assets  were 
located  in  the  Northeast  Region.   Of  these,  17  were  in  New 
York. 

In  New  York  state,  76  OTS-regulated  institutions  held 
$61  billion  in  assets,  with  $31  billion  in  loans  as  of 
June  30,  1993.   They  held  $63  billion  in  assets,  $34  billion 
of  which  were  in  loans  as  of  June  30,  1992. 

On  a  more  local  basis,  there  were  13  OTS-regulated 
institutions  as  of  June  30,  1993,  in  the  Hudson  Valley 
region,  which  is  made  up  of  the  counties  of  Dutchess,  Orange, 
Putnam,  Rockland,  Sullivan,  Ulster  and  Westchester.   Assets 
have  generally  held  steady  at  $3  billion  as  of  June  30,  1993, 
compared  to  $2.9  billion  as  of  June  30,  1992.   Loans  have 
increased  significantly.   These  institutions  held  $2.4 
billion  in  loans  as  of  June  30,  1993,  versus  $1.8  billion  as 
of  June  30,  1992  —  a  33  percent  increase. 

It  is  important  to  keep  this  picture  of  the  thrift 
industry  in  mind  as  I  turn  to  the  specific  theme  of  this 
hearing  —  credit  availability  and  CRA. 

PRESIDENT  CLINTON'S  REFORM  INITIATIVES 

Credit  Availability 

Since  March,  the  four  Federal  banking  agencies  have  been 
working  together  to  develop  a  uniform  credit  availability 
program.   As  a  result  of  that  cooperative  effort,  in  just  a 
few  short  months  we  have  taken  action  on  each  of  the 
following  Presidential  initiatives: 

o  Eliminating  impediments  to  loans  to  small-  and 
medium-sized  businesses 

o  Reducing  appraisal  burden  and  improving  the  climate 
for  real  estate 

o  Enhancing  and  streamlining  appeals  and  complaint 
processes 

o  Improving  examination  processes  and  procedures 

o  Reducing  burden 

While  we  have  taken  positive  steps  in  these  areas,  we 
know  there  is  more  we  should  and  will  do. 
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CRA 

One  of  the  critical  areas  we  have  been  working  on  is  CRA 
compliance.   President  Clinton's  CRA  reform  initiative, 
announced  last  July,  is  intended  to  achieve  several 
objectives.   Let  me  begin  by  summarizing  his  specific 
requests  to  the  agencies. 

First,  he  instructed  us  to  work  with  bank  and  thrift 
institutions,  the  public,  and  the  Congress  to  develop  a  new 
approach  to  CRA  that  emphasizes  performance  rather  than 
documentation  of  the  CRA  process.   Second,  he  asked  us  to 
complete  this  reform  effort  by  January  1,  1994.   Third,  he 
stated  we  should  develop  a  well-trained  corps  of  examiners 
specialized  in  the  CRA.   Finally,  he  asked  that  we  work  to 
promote  consistency  and  fairness,  improve  CRA  performance 
evaluations,  and  institute  more  effective  sanctions  against 
poor  performers. 

The  President  suggested  that  the  new  evaluation 
standards  focus  specifically  on  three  types  of  community 
reinvestment  activities  in  both  urban  and  rural  areas: 

(1)  Lending  to  low-  and  moderate-income  individuals  and 
neighborhoods,  small  businesses,  and  small  farms; 

(2)  Investing  in  low-  and  moderate-income  neighborhoods; 
and, 

(3)  Providing  banking  services  to  residents  of  low-  and 
moderate-income  neighborhoods. 

In  short,  the  President  asked  us  to  rethink  the 
regulations  that  implement  the  CRA.   This  request  recognizes 
that  the  CRA  is  one  of  the  more  controversial  pieces  of 
banking  legislation  enacted  in  the  past  15  years.   The 
controversy  over  CRA  has  intensified  in  the  past  few  years. 
The  law  has  never  been  popular  with  many  financial 
institutions  that  even  today  complain  with  some  justification 
about  vague  standards  and  unnecessary  costs  associated  with 
compliance.   Conversely,  the  agencies'  administration  of  the 
CRA  has  never  entirely  pleased  community  groups,  which  have 
consistently  called  for  clearer  standards  and  stronger 
enforcement . 

The  President's  announcement  presents  both  a  challenge 
and  an  opportunity  to  lessen  the  controversy  over  CRA,  to 
refocus  interagency  regulatory  efforts  on  the  original  intent 
of  the  law  by  encouraging  service  to  underserved  communities, 
and  to  reduce  regulatory  burden. 
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To  meet  this  challenge,  the  agencies'  goal  is  to  reform 
CRA  regulations  and  supervision  to  improve  lending 
performance,  clarify  standards,  and  make  CRA  performance 
assessments  more  objective.   We  believe  this  goal  can  be  met 
without  adversely  affecting  safe  and  sound  banking  practices. 

OTS  AFFORDABLE  HOUSING  INITIATIVE 

Making  affordable  housing  credit  available  to  meet  the 
needs  of  low-  and  moderate-income  individuals  is  both  a 
challenge  and  an  opportunity.   Some  thrifts  have  already 
seized  the  initiative  and  have  found  that  providing 
affordable  housing  financing  is  a  viable  business. 

Over  the  past  several  months,  staff  at  OTS  have  held 
extensive  discussions  with  a  variety  of  groups  and 
organizations  with  an  interest  in  affordable  housing.   We 
have  also  undertaken  a  review  of  our  internal  processes  and 
practices.   we  have  become  aware  of  successes  already 
achieved  by  thrifts  and  other  financial  organizations  in 
providing  such  financing.   We  also  recognize  the  existence  of 
various  regulatory  and  other  barriers  that  work  to  impede  an 
institution's  ability  to  provide  affordable  housing  credit. 
Out  of  these  deliberations  have  emerged  initiatives  for  OTS 
that  we  plan  to  carry  out  over  the  next  several  months.   Let 
me  describe  our  agenda  briefly: 

o  Review  of  risks  and  returns  —  Drawing  from  the 
experience  of  thrifts,  banks,  and  others,  we  will 
review  the  risk  profile  and  profitability  of 
affordable  housing  lending  over  the  past  several 
years,  and  identify  particular  techniques  or 
characteristics  that  have  been  associated  with 
successful  programs.   Our  review  will  assist  us  in 
understanding  and  evaluating  affordable  housing 
lending,  and  in  making  informed  and  intelligent 
regulatory  decisions  with  regard  to  such  lending. 


o  Examiner 


training  --  We  will  develop  a  specialized 
:or  safety  and  soundness  examiners  to  help 


program  tor  safety 

them  more  effectively  evaluate  and  understand 

affordable  housing  lending. 

o  Regulatory  barriers  —  We  will  continue  to  identify 
regulatory  and  other  barriers  to  affordable  housing 
lending.   We  will  also  consider  what  measures  we  can 
take,  consistent  with  safety  and  soundness,  to 
encourage  affordable  housing  lending. 
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o  Affordable  housing  lending  performance  --  We  will 
explore  methods  to  better  understand  the  affordable 
housing  lending  performance  of  the  thrift  industry 
using  Home  Mortgage  Disclousre  Act  (HMDA)  data  and 
other  tools.   We  are  also  reviewing  methods  to 
recognize  outstanding  performance. 

o  Consultation  with  community  groups  and  industry  —  We 
wi 11  meet  with  industry  and  communi  ty  groups  to 
solicit  ideas  and  input  on  our  initiatives.   We  are 
very  much  interested  in  suggestions  and  reactions  from 
all  who  play  a  role  in  this  important  issue. 

On  May  7,  1993,  we  formally  communicated  this  new 
initiative  to  the  thrift  industry  and  asked  for  its  comments. 
The  response  to  date  has  been  very  supportive,  and  many 
thrifts  have  approached  us  with  their  ideas.   We  look  forward 
to  continued  support  on  this  initiative. 

To  coordinate  our  affordable  housing  initiatives  and  to 
supplement  our  CRA  and  fair  lending  efforts,  the  OTS  has 
established  the  new  position  of  community  affairs  liaison  in 
each  of  its  five  regional  offices.   This  position  is 
responsible  for  directing  and  managing  community  outreach 
efforts,  providing  technical  assistance  to  staff,  examination 
personnel,  savings  association  management,  and  community 
groups  on  community  reinvestment  and  fair  lending  issues.   We 
are  also  establishing  a  similar  position  in  Washington  to 
coordinate  the  work  of  the  regional  community  affairs 
liaisons,  develop  and  disseminate  national  policy  on 
community  reinvestment  issues,  and  work  with  community 
organizations  on  the  national  level. 

CONCLUSION 

OTS  is  fully  committed  to  working  with  the  other  Federal 
financial  regulatory  agencies  to  meet  the  President's  goal  of 
a  new,  more  effective  CRA  program.   I  appreciate  the 
opportunity  to  discuss  these  important  issues  with  you  and 
would  be  pleased  to  answer  any  questions  you  may  have. 


-5- 


78 


TESTIMONY  OF  DAVID  A.  BOMGAARS 

DISTRICT  ADMINISTRATOR,  NORTHEASTERN  DISTRICT 

OFFICE  OF  THE  COMPTROLLER  OF  THE  CURRENCY 

Before  the 
SUBCOMMITTEE  ON  GENERAL  OVERSIGHT,  INVESTIGATIONS, 
AND  THE  RESOLUTION  OF  FAILED  FINANCIAL  INSTITUTIONS 

of  the 
COMMITTEE  OF  BANKING,  FINANCE  AND  URBAN  AFFAIRS 

of  the 
U.S.  HOUSE  OF  REPRESENTATIVES 

November  8,  1993 


Mr.  Chairman  and  members  of  the  Subcommittee,  I  welcome  the  opportunity  to  appear 
before  you  today.  As  stated  in  your  invitation  letter,  the  hearing  today  will  examine  the 
problems  found  in  small  urban  communities,  with  a  particular  focus  on  credit  availability, 
community  development,  and  the  Community  Reinvestment  Act  reform.  The  OCC  is  committed 
to  ensuring  that  the  benefits  of  a  safe  and  sound  banking  system  extend  to  all  segments  of 
society.  Finding  better  ways  to  encourage  depository  institutions  to  invest  in  their  local 
communities  is  a  key  part  of  that  commitment.  OCC  programs  and  activities  involving  credit 
availability,  community  development,  and  the  Community  Reinvestment  Act  may  help  to  address 
some  of  the  problems  experienced  recently  in  small  urban  communities.  I  will  discuss  each  issue 
in  turn. 


CREDIT  AVAILABILITY 

Much  of  the  OCC's  recent  efforts  to  address  credit  availability  problems  have  focused 
on  the  implementation  of  a  two-part  program  to  improve  credit  flows  and  reduce  regulatory 
burdens  announced  by  President  Clinton  on  March  10.  The  first  phase  of  the  program  was  a 
set  of  eleven  actions,  ten  of  which  are  already  completed.  The  other  action  requires  changes 
to  existing  regulations.  The  second  phase  of  the  program  to  improve  credit  flows  and  reduce 
regulatory  burdens  consists  of  long-term  systemic  reviews  of  all  agency  regulations  and 
paperwork  requirements.  These  reviews  are  already  underway  and  are  expected  to  be  completed 
over  the  next  twelve  to  eighteen  months. 

The  OCC  is  committed  to  reducing  the  costs  of  financial  regulation  and  to  encouraging 
the  efficient  provision  of  banking  services,  while  maintaining  a  safe  and  sound  banking  system. 
Our  work  under  the  President's  program  is  part  of  the  OCC's  on-going  efforts  to  ensure  that 
paperwork  and  regulatory  burden  do  not  impede  bank  lending  to  creditworthy  borrowers. 

On  March  10,  the  OCC,  the  Federal  Deposit  Insurance  Corporation  (FDIC),  the  Federal 
Reserve  Board  (FRB),  and  the  Office  of  Thrift  Supervision  (OTS)  issued  an  interagency  policy 
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statement  providing  details  of  the  President's  program.  The  program  includes  initiatives  in  five 
areas:  lending  to  small-  and  medium-sized  businesses;  real  estate  lending  and  appraisals; 
handling  of  consumer  complaints  and  appeals  of  examination  decisions;  examination  processes 
and  procedures;  and  paperwork  and  regulatory  burden.  The  OCC  brochure,  "Summary  of 
Banking  Regulator's  Response  to  President  Clinton's  Credit  Availability  Initiative"  (October 
1993),  summarizes  accurately  the  interagency  efforts  in  these  areas.  Copies  of  the  brochure  are 
available  to  all  interested  persons. 

Banking  regulation  is  necessary  to  achieve  important  public  policy  goals,  which  include 
maintaining  the  safety  and  soundness  of  the  banking  system,  serving  the  credit  needs  of  the 
American  public,  and  protecting  the  interests  of  bank  customers.  Banking  regulation  also 
imposes  costs,  and  unnecessarily  burdensome  regulation  imposes  a  high  price  on  banks  and  bank 
customers.  The  President's  program  is  an  important  first  step  in  our  efforts  to  strike  the  proper 
balance  between  the  costs  and  public  policy  benefits  of  regulation.  We  are  committed  to 
eliminating  unnecessary  regulatory  burden  on  national  banks  and  to  removing  unnecessary 
regulatory  impediments  to  sound  bank  lending,  while  maintaining  a  safe  and  sound  banking 
system. 


COMNfUNTTY  DEVELOPMENT 

A  bank's  investment  in  local  projects  can  be  effective  in  helping  address  local  community 
development  needs.  With  OCC  approval,  national  banks  may  make  direct  equity  and  other 
investments  in  community  development  corporations  (CDCs)  and  community  development 
investments  (CD  Projects).  These  investments  are  designed  primarily  to  promote  the  public 
welfare  of  low-  and  moderate-income  communities  or  families. 

Community  development  investments  have  historically  been  permitted  by  the  OCC  under 
authority  of  the  National  Bank  Act  and  OCC  interpretations  and  issuances.  Those  provisions 
have  permitted  national  banks,  with  prior  written  approval,  to  carry  equity  or  debt  investments 
in  CDCs  or  CD  Projects  that  are  clearly  not  bank-eligible  by  ordinary  standards  on  their  books 
as  other  assets,  provided  the  investments  are  predominantly  civic,  community,  or  public  in 
nature.  Those  statutory  and  regulatory  provisions  have  also  established  investment  limits  for 
banks  based  on  their  existing  capital  levels. 

On  June  30,  1993,  the  OCC  issued  a  notice  of  proposed  rulemaking  clarifying  the 
authority  of  national  banks  to  invest  in  CDCs  and  CD  Projects.  The  proposed  rule  would 
accomplish  three  main  objectives.  First,  the  proposed  regulation  provides  banks,  especially 
small  banks  and  banks  not  posing  supervisory  concerns,  with  the  opportunity  to  increase  the 
amount  of  their  CDC  and  CD  Project  investments.  The  regulation  would  establish  prudential 
limitations  on  both  the  amount  a  national  bank  may  invest  in  any  one  CDC  or  CD  Project  and 
on  the  total  aggregate  investment  in  all  CDCs  and  CD  Projects  at  any  one  time. 

Second,  the  proposed  regulation  would  streamline  the  OCC's  approval  process  for  some 
banks  and  some  investments.   The  OCC  would  focus  its  resources  on  review  and  approval  of 
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investments  that  are  complex  and  large,  and  that  involve  structures  or  activities  not  included  in 
a  published  list  of  structures  or  activities  previously  approved  by  the  OCC. 

Third,  the  proposed  regulation  would  clarify  the  OCC's  standards  and  definitions  for 
CDCs  and  CD  Project  investments  that  are  primarily  designed  to  promote  the  public  welfare, 
including  the  welfare  of  low-  and  moderate-income  families.  This  would  increase  bank 
management's  understanding  of  definitions  and  requirements  and  improve  the  ability  of  banks 
to  meet  these  standards. 

The  OCC  is  presently  reviewing  comments  on  the  proposed  regulation  submitted  during 
the  public  comment  period.  Agency. action  is  expected  shortly.  As  stated  in  the  preamble  to 
the  proposed  regulation,  the  OCC's  efforts  are  intended  to  promote  economic  growth  by  enabling 
national  banks  to  increase  their  investments  in  CDCs  and  CD  Projects  for  housing  and  small 
business  development  programs,  consistent  with  safe  and  sound  banking  practices.  As  is  noted 
below,  community  development  investments  may  also  be  impacted  by  changes  in  the 
implementation  of  the  Community  Reinvestment  Act. 


COMMUNITY  REINVESTMENT  ACT 

In  July  of  this  year.  President  Clinton  challenged  the  OCC  and  the  other  federal  banking 
regulators  to  make  fundamental  changes  in  the  way  they  administer  the  Community  Reinvestment 
Act  (CRA).  He  asked  the  agencies  to  develop  clearer  and  more  objective  standards  for  CRA 
performance,  to  eliminate  unnecessary  documentation  requirements,  and  to  improve  consistency 
in  CRA  examination  and  enforcement. 

Meeting  the  challenge  set  by  the  President  will  not  be  easy.  The  CRA  has  been  a  focus 
of  controversy  throughout  the  fifteen  years  of  its  existence.  From  the  beginning,  bankers  have 
complained  about  the  high  costs  of  complying  with  CRA  regulations,  while  community  groups 
have  complained  that  CRA  ratings  do  not  reflect  actual  performance  in  helping  to  meet  the 
community's  needs.  Finding  practical  solutions  that  address  these  concerns  has  proven  to  be 
difficult  in  the  past. 

One  of  the  principal  goals  of  the  President's  reform  initiative  is  to  achieve  a  CRA  rating 
system  that  commands  respect  from  all  parties,  including  the  banking  industry  and  the 
communities  that  the  Act  is  intended  to  benefit.  The  President  established  several  broad 
principles  that  will  guide  the  agencies'  reform  efforts.  He  called  for  CRA  assessment  standards 
that  are  based  more  on  measurable  performance;  less  burdensome  CRA  examinations  that  are 
more  consistent  and  even-handed;  better  public  access  to  information  on  CRA  evaluations;  and 
tougher  actions  against  institutions  with  persistently  poor  CRA  performance. 

In  attempting  to  implement  the  President's  initiative,  the  OCC,  in  conjunction  with  the 
other  federal  bank  regulatory  agencies,  held  a  series  of  public  hearings  across  the  country.  We 
sought  participation  of  consumer  and  other  community  groups,  banks,  and  other  public  and 
private  groups  representing  people  in  all  circumstances. 
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Proceeding  with  CRA  Reform 

The  federal  bank  regulatory  agencies  are  now  in  the  process  of  evaluating  the  testimony 
that  was  presented  at  the  public  hearings,  and  translating  them  into  specific  reforms.  The  OCC 
expects  that  the  President's  CRA  initiative  will  be  implemented  by  uniform  interagency 
regulations.  The  types  of  problems  that  bankers  and  community  groups  have  identified  with 
CRA  administration  are  the  same  for  each  of  the  regulatory  agencies.  We  conducted  the  public 
hearings  jointly,  and  we  expect  to  develop  a  single  interagency  policy. 

I  cannot  tell  the  Subcommittee  what  the  final  CRA  regulations  will  look  like  when 
adopted.  That  will  be  decided  in  the  course  of  the  interagency  rulemaking  process,  which  is  just 
beginning.  The  general  goals,  however,  are  clear:  to  base  CRA  ratings  to  a  greater  extent  on 
the  degree  to  which  institutions  actually  provide  credit  and  other  banking  services  to  the 
communities  in  which  they  do  business,  and  to  reduce  compliance  costs. 

Performance-Based  CRA  Standards 

As  Comptroller  Ludwig  has  stated  previously,  the  most  important  step  that  regulators  can 
take  to  improve  CRA  implementation  is  to  base  CRA  evaluations  less  on  process  and  more  on 
an  institution's  actual  record  in  helping  to  meet  the  credit  needs  of  its  community.  CRA 
evaluations  should  place  less  emphasis  on  the  number  of  meetings  that  a  bank  has  held  with 
community  and  civic  organizations  and  the  number  of  advertisements  it  has  run  in  local 
newspapers  and  aired  on  local  radio  and  television,  and  more  emphasis  on  the  number  of  loans 
and  other  investments  that  the  bank  has  made  to  low-  and  moderate-income  households  or 
individuals,  community-development  organizations,  small  and  minority  businesses,  and  small 
farms.  Everyone  should  benefit  from  this  change  in  emphasis.  Low-  and  moderate-income 
communities  should  gain  from  increased  community  lending  and  investment,  and  improved 
access  to  banking  facilities  and  services.  Banks  and  thrifts  should  benefit  from  clearer,  more 
objective  CRA  standards  which  reduce  regulatory  uncertainty  and  compliance  costs,  and  from 
the  profits  that  these  activities  will  generate. 

We  must  recognize  that  the  regulators'  evaluations  of  CRA  performance  cannot  be  based 
entirely  on  fixed  numerical  performance  standards.  The  CRA  performance  standards  must  allow 
examiners  to  recognize  the  particular  circumstances  of  each  community  and  each  financial 
institution.  But  between  a  rigid  system  of  numerical  targets  and  the  system  we  have  today,  there 
is  considerable  room  for  improvement.  Accordingly,  the  OCC  is  working  with  other  federal 
banking  agencies,  bankers  and  community  and  other  groups  to  develop  CRA  guidelines  that  use 
both  quantifiable  and  judgmental  factors  to  evaluate  an  institution's  performance  in  helping  to 
meet  the  needs  of  its  community. 

The  President  mentioned  three  broad  categories  of  performance  that  revised  CRA 
guidelines  might  include:  lending  to  low-  and  moderate-income  individuals  and  neighborhoods, 
small  businesses  and  small  farms;  investing  in  the  local  community,  with  a  particular  focus  on 
low-  and  moderate-income  neighborhoods;  and  providing  banking  services  to  residents  of  low- 
and  moderate-income  neighborhoods.  I  will  discuss  each  of  those  categories  briefly.  I  wish  to 
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make  clear,  however,  that  these  remarks  are  preliminary.    At  the  present  time,  the  banking 
agencies  can  speak  only  about  goals  and  not  about  specific  solutions. 

Lending.  In  the  CRA,  Congress  found  that  banks  and  thrifts  have  a  continuing  and 
affirmative  obligation  to  help  meet  the  credit  needs  of  their  local  communities.  Banks 
and  thrifts  should  meet  this  obligation  through  community-based  lending,  such  as 
residenticil  mortgage  loans,  home  improvement  loans,  consumer  loans,  loans  to  small  and 
minority  businesses  and  farms,  as  well  as  loans  to  nontraditional  organizations  that 
enhance  the  quality  of  life  in  the  community,  such  as  nonprofit  neighborhood 
development  corporations  and  other  nonprofit  entities  that  provide  needed  services. 

Investment.  Investing  in  community-development  corporations  and  projects,  or 
purchasing  bonds  issued  by  local  governments,  can  be  another  way  of  helping  to  meet 
the  community's  needs.  Making  such  investments,  however,  will  not  in  most  cases 
relieve  a  bank  of  its  other  CRA  responsibilities. 

Banking  services.  The  third  area  that  the  President  highlighted  is  the  need  to  expand  the 
availability  of  bank  services.  An  institution  must  be  accessible  to  low-  and  moderate- 
income  people  in  order  to  help  meet  the  credit  needs  of  its  entire  community.  At  our 
public  hearings,  community  groups  stressed  the  importance  of  full-service  branches  in 
low-  and  moderate-income  urban  neighborhoods,  poor  rural  areas,  Indian  reservations, 
and  other  areas  that  traditionally  have  been  underserved. 

As  we  develop  new  CRA  standards,  we  must  recognize  the  diversity  of  the  communities 
that  banks  serve  as  well  as  the  institutional  diversity  that  characterizes  the  banking  and  thrift 
industries.  Such  diversity  argues  against  government  specifying  in  great  detail  all  the  methods 
banks  and  thrifts  should  use  to  identify  the  communities  that  they  serve  or  the  ways  institutions 
choose  to  serve  those  communities. 

How  any  particular  institution  meets  its  CRA  obligation  will  depend  on  a  variety  of 
factors,  including  its  overall  business  strategy,  size,  financial  resources,  corporate  structure, 
location,  and  the  needs  of  the  communities  in  which  it  operates.  For  example,  at  the  public 
hearings,  representatives  of  community  banks  around  the  country  emphasized,  and  the  OCC 
agrees,  that  smaller  community  banks  do  not  have  the  resources  to  undertake  large,  sophisticated 
efforts  comparable  to  those  utilized  by  a  few  large  banks  to  demonstrate  satisfactory  CRA 
performance.  Nonetheless,  each  community  bank  has  the  same  obligation  as  larger  institutions 
to  identify  and  serve  its  entire  community,  including  low-  and  moderate-income  urban  areas  and 
distressed  rural  areas. 


CONCLUSION 

The  President  has  challenged  the  OCC  and  the  other  federal  bank  regulatory  agencies  to 
make  CRA  regulation  more  meaningful  to  all  segments  of  the  community  and  less  burdensome 
to  banks  and  thrifts.  This  reform  effort,  as  well  as  the  OCC's  credit  availability  and  community 
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development  initiatives,  are  part  of  a  broader  effort  to  ensure  that  the  benefits  of  a  safe  and 
sound  banking  system  extend  to  all  segments  of  society. 

Banks  provide  services  that  are  essential  to  the  economic  life  of  the  community  and  to 
the  welfare  of  individual  homeowners,  proprietors,  and  entrepreneurs.  The  OCC  has  made  it 
a  top  priority  to  ensure  that  these  services  are  made  available  to  all  segments  of  society  on  a  fair 
and  equal  basis. 
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Testimony  of  Roy  O.  Priest,  Director 

Office  of  Economic  Development,  HUD 

Before  the  Subcommittee  on  General  Oversight,  Investigations  and 

the  Resolution  of  Failed  Financial  Institutions 

Newburgh,  NY 
November  8,  1993 


Good  morning.  My  name  is  Roy  Priest  and  I  am   the  Director 
of  the  Office  of  Economic  Development  in  HUD's  Office  of 
Community  Planning  and  Development.   I  will  first  report  on  the 
City  of  Newburgh 's  use  of  Community  Development  Block  Grant 
(CDBG)  funds,  as  well  as  certain  other  HUD  programs.   I  will  then 
describe  current  HUD  initiatives  for  cities  like  Newburgh  to  use 
as  resources  to  promote  affordable  housing  and  related  community 
development  activities. 

CDBG  ENTITLEMENT  PROGRAM 

The  concentration  of  low-  and  moderate-income  persons  in  the 
City  of  Newburgh  is  63.14%,  based  on  1990  Census  data.   The  City 
has  been  a  Metropolitan  City,  for  purposes  of  HUD's  CDBG  program, 
since  1982  when  it  was  designated  as  a  co-central  city  of  a  new 
metropolitan  area  after  the  1980  Census.   After  FY  1984,  the  City 
lost  its  Metropolitan  City  status  but  has  been  'grandfathered* 
each  year  through  legislative  amendments.   The  cumulative  CDBG 
entitlement  grant  amount  the  City  has  received  is  $10,351,000. 
This  eimount  includes  the  1993  grant  of  $1,006,000  awarded  July 
28,  1993. 

In  its  Grantee  Performance  Report  for  the  1992  Program  Year, 
the  City  reported  undertaking  economic  development,  single-family 
and  multi-fcunily  residential  rehabilitation,  piiblic  facilities 
iirprovement s ,  and  historic  preservation  activities.   For  the 
period  covered  by  this  report,  July  1,  1992  to  June  30,  1993, 
$280,544  was  budgeted  for  housing  programs  and  $130,735  was 
expended.  During  the  same  time  period,  $300,762  was  budgeted  for 
Public  Housing  Modernization  and  $215,326  was  expended. 
According  to  the  City's  Final  Statement  for  the  1993  Program 
Year,  $200,000  was  allocated  for  Housing  Rehabilitation  funding. 

HUD  has  had  some  concerns  regarding  the  City's  ability  to 
administer  its  CDBG  program  in  conpliance  with  all  requirements. 
HUD  staff  continues  to  work  closely  with  City  officials  to 
improve  its  use  of  CDBG  funds  and  its  timely  submission  of 
reports  on  the  activities  being  funded. 
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OTHER  HUD  COMMUNITY  DEVELOPMENT  PROGRAMS 

Prior  to  FY  1982,  Newburgh  participated  in  the  Urban  Renewal 
and  Neighborhood  Development  programs.  The  City  also  participated 
in  the  CDBG  program  as  a  Small  Cities  recipient.   The  City 
entered  into  Section  108  loan  guarantee  agreements  with  HUD  for 
$660,000  in  FY  1983  and  for  an  additional  $1,500,000  in  FY  1992. 
The  City  is  current  it  its  loan  repayments.   The  City  also 
received  15  grants  under  the  Urban  Development  Action  Grant 
(UDAG)  program. 

HOME  PROGFUM 

The  City  of  Newburgh  is  not  currently  a  Participating 
Jurisdiction  in  HUD's  HOME  program.   However,  I  understand  that 
the  City  has  recently  submitted  an  application  to  the  State  for 
funding  under  this  program.   The  HOME  program  would  be  an 
additional  resource  to  Newburgh  for  providing  affordable  housing. 

ELDERLY  HOUSING  '■'-' 

To  date,  the  City  of  Newburgh  has  not  received  approval  of 
any  Section  202  projects  for  Elderly  Housing.   This  program  is 
another  resource  for  the  City. 

NEW  HUD  INITIATIVES  FOR  AFFORDABLE  HOUSING 
AND  COMMUNITY  DEVELOPMENT 

HUD  is  undertaking  a  number  of  initiatives  to  help 
distressed  cities  like  Newburgh  provide  housing  for  its  residents 
and  stimulate  related  community  and  economic  development 
activities.   Following  are  highlights  of  some  of  these 
initiatives : 

Housing  Initiatives 

o    Recognizing  that  homeownership  is  the  surest  anchor  any 

community  can  have,  HUD  is  taking  steps  to  transition  low- 
income  families  out  of  public  and  assisted  rental  housing 
into  homes  of  their  own. 
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o    HUD  is  going  to  make  the  HOME  program  a  more  effective 

vehicle  for  promoting  both  affordable  rental  housing  and 
homeownership  for  low-  and  moderate-income  feimilies.   We  are 
also  trying  to  ensure  that  when  HUD  sells  single-family 
homes  from  its  inventory  of  foreclosed  properties,  they  will 
end  up  in  the  hands  of  community  residents  rather  than 
absentee,  investor-owners.  We  have  already  tested  this 
concept  in  Chicago  and  Richmond  where  the  goal  was  to  sell 
100  houses  to  nonprofit  groups  for  resale  to  low-income 
people.   This  pilot  program  was  so  successful  that  we 
actually  moved  200  houses  out  of  the  inventory  and  are  now 
expanding  this  program  to  22  cities. 

o    HUD  has  entered  into  a  partnership  with  the  AFL-CIO  to  build 
affordable,  rental  housing.   We  are  going  to  issue  $100 
million  in  project-based  rental  vouchers  to  3,000  low-income 
families  --  creating  a  market  for  affordable  housing.   The 
unions  will  then  invest  $660  million  in  pension  funds  to 
rehabilitate  existing  housing  and  build  new  housing  and 
leverage  another  $500  million  from  private  lenders  along  the 
way.   Through  this  program,  12,000  apartments  will  be 
rehabilitated  or  built  and  3,000  low-income  families  will  be 
able  to  move  into  good  housing. 

o    Another  partnership  HUD  has  joined  is  the  National  Community 
Development  Initiative  (NCDI),  a  consortium  of  seven  major 
foundations  and  the  Prudential  Insurance  Company.   HUD  has 
$20  million  for  this  program  and  NCDI  is  contributing 
another  $75  million.   It  is  estimated  that  every  dollar  of 
this  money  will  leverage  another  $5  to  $8  in  community 
investment.   These  funds  will  expand  the  capacity  of  local, 
grass-roots  community  development  corporations  to  rebuild 
low-and  moderate-income  communities  and  create  jobs. 

o    Fannie  Mae  and  Freddie  Mac  are  going  to  earmark  billions  of 
dollars  from  their  profitable  government -sponsored 
enterprises  for  low-income  housing  and  community 
development . 

Related  Self-Suf f iciencv  and  Empowerment  Initiatives 

o    HUD  will  fully  implement  Section  3  of  the  Housing  and  Urban 
Development  Act  of  1968  to  ensure  that  federally  financed 
projects  promote  business  development  and  generate  jobs  in 
communities  that  are  being  rebuilt. 

o    HUD  will  expand  the  Step-Up  training  program  and  is 
implementing  the  new  Youthbuild  program. 
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o    HUD  has  proposed  to  change  the  Section  108  Loan  Guarantee 

program  to  enable  large  and  small  communities  to  use  the  $2 
billion  authority  for  loans  to  community  development 
corporations  and  businesses  at  below  market  rates  and  at 
less  risk  to  their  CDBG  grant  funds. 

o    HUD  will  help  strengthen  enforcement  of  the  Community 

Reinvestment  Act  to  ensure  that  banks,  thrifts,  and  other 
lending  institutions  direct  resources  to  inner  cities. 

o    HUD  is  leading  the  fight  to  end  discriminatory  practices  in 
the  mortgage  and  insurance  industries. 

Comprehensive  Community  Strategies 

o    The  recently  enacted  program  for  Federal  Empowerment  Zones 
and  Enterprise  Communities  is  going  to  be  administered  at 
the  Cabinet  level  by  the  'Enterprise  Community  Board"  that 
will  bring  together  the  secretaries  of  all  the  departments 
involved,  under  the  leadership  of  the  Vice  President.   The 
Secretary  of  HUD  will  designate  the  urban  zones.   This 
program  will  encourage  distressed  communities  to  develop 
comprehensive  strategies  for  coordinating  their  economic, 
human,  community  and  physical  development  in  order  to 
empower  their  low-income  residents.   It  will  also  provide  an 
integrated  response  to  the  needs  identified  in  these 
strategies  through  private/public  partnerships  and 
coordinated  delivery  at  the  local,  state  and  Federal  levels. 
HUD  is  encouraging  cities  such  as  Newburgh  to  apply  for  this 
program. 

o    To  promote  better  community  planning  and  to  make  it  easier 
for  cities  to  access  HUD  resources,  HUD  is  simplifying  it 
own  procedures  by  consolidating  planning,  application  and 
reporting  requirements  for  various  programs  including  major 
ones  like  HOME  and  CDBG. 
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